University of Mississippi

eGrove
Guides, Handbooks and Manuals

American Institute of Certified Public
Accountants (AICPA) Historical Collection

1-1-1991

Practicing CPA on partners and personnel : a collection of articles
from the AICPA local firms newsletter
Graham G. Goddard

Follow this and additional works at: https://egrove.olemiss.edu/aicpa_guides
Part of the Accounting Commons, and the Taxation Commons

Recommended Citation
Goddard, Graham G., "Practicing CPA on partners and personnel : a collection of articles from the AICPA
local firms newsletter" (1991). Guides, Handbooks and Manuals. 320.
https://egrove.olemiss.edu/aicpa_guides/320

This Book is brought to you for free and open access by the American Institute of Certified Public Accountants
(AICPA) Historical Collection at eGrove. It has been accepted for inclusion in Guides, Handbooks and Manuals by
an authorized administrator of eGrove. For more information, please contact egrove@olemiss.edu.

The P racticing CPA on P artners and P erson n el

The
Practicing
CPA
on

PARTNERS AND
PERSONNEL
A Collection of Articles from
the AICPA Local Firms Newsletter

AICPA

AICPA________________
American Institute of Certified Public Accountants

on

PARTNERS AND
PERSONNEL
A Collection of Articles from
the AICPA Local Firms Newsletter
Edited by Graham G. Goddard

American Institute of Certified Public Accountants

Copyright © 1991 by the
American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas, New York, N.Y. 10036-8775

1 234567890 PA 9987654321

Library of Congress Cataloging-in-Publication Data
The Practicing CPA on partners and personnel / edited by Graham G.
Goddard.
p. cm.
A collection of articles published in the Practicing CPA from 1978
through 1990.
ISBN 0-87051-107-6
1. Accounting firms—United States 2. Partnerships—United
States. 3. Accountants—United States. I. American Institute of
Certified Public Accountants. II. Practicing CPA.
HF5629.P72 1991
91-31936
338.7’61657’0973—dc20
CIP

TABLE OF CONTENTS
Page

Section

FOREWORD . . .

v

WHAT’S INSIDE

vii

PART I—PARTNERS

1

NEW PARTNERS AND PARTNERSHIP ISSUES ...................

1

2

PRACTICE VALUATION AND CAPITAL CONTRIBUTION . ..

15

3

EVALUATION AND COMPENSATION......................................

27

4

RETREATS ...................................................................................

51

5

THE MANAGING PARTNER .....................................................

57

6

PARTNERSHIP AGREEMENTS AND MANAGEMENT IDEAS

73

7

PRODUCTIVITY AND CHANGEABILITY................................

79

8

RETIREMENT...............................................................................

89

PART II—PERSONNEL

9

A LOOK AT THE HUMAN RESOURCE FUNCTION .

101

10

RECRUITING/INTERVIEWING/SELECTING .............

113

11

ORIENTATING STAFF.................................................

129

12

MOTIVATING ................................................................

139

13

TRAINING AND CPE...................................................

155

14

EVALUATING AND COMPENSATING.......................

169

15

STAFF MANAGEMENT...............................................

179

16

COMMUNICATING.......................................................

197

17

SPECIFIC NEEDS .......................................................

iii

FOREWORD
The 1980s brought considerable change for the accounting profession and for the part
ners and staff of local and regional firms. The pace of developments in the years ahead
will likely be even faster.
As clients become more knowledgeable and aware of their own needs, CPAs will have
to be better equipped to deal with their ever changing requirements. In addition, client
relationships will require increased nurturing and attention if clients are to be retained.
The CPA Firm of the 1990s must adopt sound policies and procedures concerning
partners and staff to further their individual relationships with current and prospective
clients. The Practicing CPA on Partners and Personnel will be a valuable resource in
this regard.
The Practicing CPA was authorized by the AICPA board of directors in 1977, largely
as a result of suggestions received from members attending local practitioner seminars
and others who represented the interests of members in smaller CPA firms at the Institute.
From the beginning, the focus of the publication has been on local firms.
Local and regional CPA firms have relied on The Practicing CPA for nuts-and-bolts
advice on dealing with partners and staff. Every issue contains practical and helpful
ideas that can be put to use in our firms. The articles have been particularly helpful in
the last few years as economic and social changes have had a severe impact on all of
our firms.
Many of us have retrieved back issues from our firm libraries to refer to specific articles
on partner or staff topics. This collection of articles into one systematic volume will elimi
nate that task completely. The Practicing CPA on Partners and Personnel will be a valuable
reference for all local firms.
—Jerrell A. Atkinson, CPA, Atkinson & Co., Ltd., Albuquerque, New Mexico
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WHAT’S INSIDE...
In November 1977, the AICPA commenced publication of a monthly letter for local
practitioner members. The Practicing CPA, as it became titled, was to have a strongly
practical orientation and a focus on such matters as practice management and the practi
cal application of professional standards.
Articles on a variety of topics relating to partners and personnel have been a prominent
feature of the publication over the years. Generally reflecting the experiences of
successful local practitioners and the expertise of consultants to the profession, these
articles contain a wealth of practical information.
Many practitioners have written to tell us they use Practicing CPA articles to stimulate
discussion at partner retreats. Others find the articles valuable as reference when plan
ning various firm programs. Requests for back issues of the publication are frequent.
A CPA firm can no longer assume its reputation assures prosperity or even survival.
In today’s highly competitive environment, partners and staff must be motivated and
productive. This is where The Practicing CPA on Partners and Personnel can help.
This volume is a collection of articles on partners and staff that have been published
in The Practicing CPA from January 1978 through September 1990.
In order to increase the publication’s usefulness, the articles are arranged into two
parts of eight (partners) and nine (personnel) chapters each. Because some of the
ideas expressed in an article often extend beyond one narrow topic and sometimes
refer to articles in other chapters, or to other Practicing CPA material not included here,
cross references have been retained where appropriate. Most of the articles have a
byline. Those that don’t were written by the editor. Brief synopses of the chapters follow.
Part One
New Partners and Partnership Issues

How, why, and when to choose partners. The first article looks at the pros and cons of
solo practice and partnership. Other articles discuss the life cycle of partners from
selection and admission to termination. Some have suggestions for selecting and
admitting partners who can contribute to the firm’s viability in the years ahead, and for
preventing partnership problems, building a team, and managing a new partnership.
Practice Valuation and Capital Contribution

Should new partners buy-in, that is, should they make a capital contribution to the prac
tice? If so, how do you determine the amount and how should it be funded? The articles
in this chapter look at those issues and at how to value an accounting practice. Some
guidelines are offered.
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Evaluation and Compensation

Finding a satisfactory way to evaluate and compensate partners is difficult. Knowing
what to discuss at the evaluation session, the type of information to obtain, and who
should have the authority to conduct the meeting is helpful. The articles discuss these
issues, and include suggestions and models for finding acceptable compensation
plans. They also deal with partner motivation, counseling, and differences.
Retreats

Retreats can provide opportunities for partners to get to know each other in a different
setting and to plan the direction of their firm. Articles in this chapter discuss the purpose
of retreats, where and when to hold one, how to plan and run one, and suggest an
agenda for the meeting.
The Managing Partner

When should a firm choose a leader? What style of leadership is best? What are the
qualities needed? The articles discuss the managing partner’s responsibilities,
describe what the job entails and the type of person to choose for the position. Plan
ning for succession is also important. There are ideas on when to start, on what to
consider, and on how to handle the transition.
Partnership Agreements and Ideas

This chapter looks at one firm’s partnership agreement and describes its evolution.
The provisions of another firm’s executive committee charter are also discussed.
Productivity and Chargeability

There are suggestions here for increasing partner productivity, freeing partners’ time, and
motivating them to marketing action. Partner/staff ratios also receive some thought.
Retirement

Retirement does not have to become a last-minute crisis. It can be planned properly.
These articles discuss the problems and provide some solutions to them. There are
suggestions on buy-outs, providing for retirement, and howto transfer responsibilities.
Part Two
A Look at the Human Resource Function

The first chapter in this part starts off with the evolution of one firm’s personnel function.
It describes how this came about, the factors that drove it, and the type of information in
the firm’s personnel manual. Other articles contain some thoughts on using the AICPA
testing program, avoiding being sued because of dangerous or illegal questions on the
application form, and on preparing a policy manual.
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Recruiting/lnterviewing/Selecting

The articles describe how local firms can establish successful recruiting programs on
campus, and suggest some good interviewing and recruiting techniques to use. There
are also ideas on how to evaluate a candidate and on the attributes to look for when
interviewing students.
Orientating Staff

Staff expectations are often blunted by firm practices, and there is a compelling reason
for giving high priority to the proper orientation of new staff members. Articles in this
chapter cover the disillusionment stemming from misunderstandings and discuss
what can be done about them. Mentor programs, and using a checklist to help plan the
orientation process are also discussed.
Motivating

These articles tell you how to find out what motivates staff, how to understand people’s
needs, and how to identify and create leaders. There are suggestions on improving
staff productivity, on setting goals, on quality of life issues, and on getting staff to generate
ideas that benefit the firm.
Training and CPE

On-the-job training is a good way to introduce staff to firm procedures. You will find
some ideas on that topic in this chapter. You will also discover what is required in
professional development programs. Other articles look at the cost benefits of in-house
CPE. You will find out how to determine needs, where to obtain programs, how to keep
current, and how to improve staff’s communication skills.
Evaluating and Compensating

Personnel evaluation should be structured properly. The articles in this chapter tell you
how to do it, what methods other firms use, and answer some of your questions. There
are also ideas on budgeting chargeable hours and setting realization goals so that staff
can be compensated according to results.
Staff Management

“The Stairway to the Stars.” That is the title of the first article on career paths. Staff mem
bers should know what is expected of them as they progress through the various stages
of their careers. This article tells about the different criteria needed at different levels. The
characteristics a good manager needs are also discussed. Other articles deal with
reducing staff turnover, implementing a staff retention program, and how to structure
exit interviews so the firm can learn from the experience when employment ends.
Communicating

To communicate effectively, one must learn to listen carefully. Some ways to do so are
described in this chapter. In-house newsletters are a good way to let staff know what is
going on in the firm. So are staff meetings. The when, why, where, and how of both
items are covered here.
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Specific Needs

Some firms need an office manager or a firm administrator. Others need a marketing
director, or would like extra help during tax season. Position descriptions, duties and
authority, and finding the right person at the right time are covered in the articles in this
chapter.
Note of Thanks

The Practicing CPA has been well received by practitioners since its first issue in 1977. This
is due to the people in all aspects of public practice who have been willing to share their
ideas and experiences with their peers. There are too many to mention here, but you will
find their names in nearly all the articles that have been reproduced in this volume. There
are two people whose names don’t appear in the text but without whom these articles
could not have been compiled into a single source: Robert F. DiCorcia, who guided the
book’s production, and David K. Chipps, who designed the cover and pages.
We believe The Practicing CPA on Partners and Personnel will provide an invaluable
reference to which practitioners will turn again and again. We express our thanks to all
who have contributed their time and talents.

—Graham G. Goddard, Editor, The Practicing CPA, AICPA, New York
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NEW PARTNERS AND PARTNERSHIP ISSUES

HOW, WHY, WHEN AND WHETHER TO ADMIT PARTNERS
No matter whether you are a sole practitioner or
practice in a partnership or professional corpora
tion, you encounter problems in the everyday run
ning of your firm. All firms have problems—they are
not confined just to small practices. Small firms
though, particularly sole proprietorships, have
trouble finding solutions to some of these problems.
What works in a larger firm is not always applicable
in a small practice.
At the AICPA Small Firm Conference that was held
in Chicago two years ago, A. Charles Levene, a
New Haven, Connecticut, practitioner pointed out
that there are advantages and disadvantages to
every type of practice. As a sole practitioner, you set
the rules and can run your firm as you want, al
though you may lack the staff to do certain types of
work. On the other hand, having a small staff can be
turned into an advantage if you get to know your
people well and can offer them responsibility and
advancement. The following comments are based
on Mr. Levene's presentation at that conference.
You give up your independence as your firm gets
larger, and stress, already induced by professional
demands, is often heightened by personality con
flicts. The turnover rate of partners is high. How
ever, the only way a small firm can survive is by
turning its weaknesses into strengths. You must
keep your finances realistic, decide what you want
to do and determine the sorts of services you want to
provide to clients and what death, disability and
retirement provisions should be made for yourself.
As a sole proprietor, your aim is probably to re
duce your working hours. So, set yourself some real
istic goals and put them in writing. If you set up the
criteria for success or failure, you can find out how
successful or not you are at achieving your goals. If
you are not successful, perhaps a change in the way
you practice is indicated.
There are alternatives to solo practice and to
forming firms with other practitioners. For exam
ple, you can enter into arrangements with other
CPAs to provide specialized client services or into
agreements to dispose of or continue your practice
in the event of your disability or death. Other agree
ments may cover the sharing of office space and/or
staff—even the training of staff members. Keep in
mind though that these sorts of arrangements with
other firms won’t make you one firm, and you must
look to your interests and your staff's interests first.
If you decide that the multi-practitioner approach
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is the best way to survive, prosper and attain your
goals, you have to know where to find the partners
you want. The first place to look is among the staff.
The type of staff person you should be hiring is one
who, through training and advancement, will be
able to help you reach your goals.
The key words in any partnership are trust and
respect. You must listen to your partners and trust
them. You must feel comfortable about turning your
clients over to partners who have the requisite ex
pertise in a given area because you will probably
lose the client if the firm breaks up. And in selecting
partners, keep in mind that partnership problems
are often caused by differences in personal and pro
fessional goals or by partners having different atti
tudes toward work and other commitments. No one
should be admitted to the partnership unless he or
she is the right person for the job and the firm is
right for the individual. The firm must let people
know what is expected of them and set up programs
to develop the people it needs.
A partnership agreement must be drawn up and a
suitable method of profit allocation adopted. There
are many compensation arrangements that will
work if they are understood and accepted by the
firm's partners. (See chapter 403 of the AICPA Man
agement of an Accounting Practice Handbook for
some ideas.) Legal counsel should be consulted
when drawing up a partnership agreement. Good
partners are the only real guarantee of firm con
tinuity. Selecting the right people, having a fair and
equitable compensation arrangement and drawing
up a partnership agreement that addresses poten
tially troublesome areas are essential if the part
nership is to work.
Another way to obtain partners is through merger
with or acquisition of another firm. If you go this
route, where will you find suitable candidates and
what selection and other procedures will be needed?
The article, "Mergers—Mystique, Myopia or Missed
Opportunity" in the June, 1979 issue of the Practic
ing CPA provided many insights into why firms
merge and what makes or breaks firm mergers.
Firm growth, philosophy and location are all-im
portant considerations. Priorities shift as firms
grow and having specific objectives rather than just
general intentions is important if the merger is to be
successful. Don’t try to put together pieces that
don’t fit.
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THE LIFE CYCLE OF A PARTNER IN A CPA FIRM
One of the popular mini-conferences at the AICPA
annual meeting in Minneapolis dealt with the life
cycle of a partner in a CPA firm. As Mahlon Rubin, a
St. Louis, Missouri, practitioner who moderated
this session, remarked, questions concerning vari
ous aspects of partnerships, and partner compensa
tion in particular, crop up at every management of
an accounting practice conference, no matter what
the conference topic. With Mr. Rubin on the panel
were three other local practitioners: Mr. Robert A.
Peyroux from New Orleans, Louisiana; Mr. William
T. Young from Madison, Wisconsin; and Mr. Carl R.
George from Peoria, Illinois. The following com
ments are based on the remarks of the panelists.

Partner selection and admission
Before admitting a partner, a firm should develop a
written philosophy concerning the desired char
acteristics of partners. These characteristics ob
viously include technical competency and such
personal ones as honesty and truthfulness. But there
are other, intangible characteristics to be consid
ered as well, such as leadership ability and skill in
dealing with people. In fact, people skills may be the
most important of all because it is essential that
partners can get along with staff and clients. Per
haps the area where most partners are weakest is in
management and administrative talents; and per
haps the most misunderstood characteristic is busi
ness development ability, which every partner in a
local firm must have to some degree.
Most firms hire staff assistants based on a number
of factors, one of which is their potential to develop
into good partners. So basically, a firm's partners
result from its recruiting efforts—particularly those
conducted on campus. While students grades are
important, they are not the only criteria and recrui
ters should look for leadership skills as well. It is
essential at the first meeting to communicate the
firm's philosophy regarding advancement to part
ner. Candidates, then, are in no doubt as to what is
required.

Measuring qualifications
Firms might want to consider a big brother or men
tor program as part of their orientation and training
activities. There should also be regular evaluations
to determine how partner candidates measure up.
The AICPA Management of an Accounting Practice
Handbook has some useful forms in this regard.
Continuing education programs should also give
clues as to how a person will perform later on. You
can see who volunteers for the tough courses or
takes the initiative to learn something that will ben
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efit the firm. Another idea is to allow senior staff
members to participate in management meetings.
Again, you can see how they perform.
Now, what do you do about those candidates who
do not make the grade—the career seniors? Many
practitioners advocate that once people plateau and
you know they won’t make partner, you should con
sider firing them. Other practitioners think there
might be room for career seniors in a firm although
they stress that no firm should put up with poor
performance from either staff or partners.
Admitting a partner from outside the firm is not
generally recommended—it adversely affects the
morale of the staff and just doesn’t work out. In
some firms, nonCPA professionals, primarily in the
EDP area, have been made principals. However, a
stumbling block to this practice becoming more
widespread is the stigma of second-class citizenship
that some people believe is attached to this title.
When should people be made partner? Staff/
partner ratios are not much help in this regard be
cause what is best for one type of practice may not be
right for another. The main point to keep in mind is
that a partner should only be admitted when the
firm thinks the individual is ready, not because of
fear that he or she will leave otherwise.
A partner-in-training program is an alternative
idea that seems to work for some firms. The candi
dates have fulfilled all criteria for partner and the
programs typically run from six months to three
years. Usually, partners-in-training have full par
ticipation in partner activities but cannot vote—
they are still employees. This is definitely an up or
out situation because there can be no going back to
being a staff member. But several firms have started
such a program in the hope it will alleviate
mistakes.
The financial arrangements must be considered.
Young people usually don’t have much money and
firms sometimes are prepared to admit them with
no capital contribution. Other firms like partners to
have money on the line both because of today’s high
capital requirements and because they will be more
motivated. Sometimes firms will make loans to new
partners for this purpose or guarantee a loan from a
bank. The increase in revenue to new partners is
often not substantial but they know the oppor
tunities for personal and professional growth are
enhanced and most of them are willing to accept
this.

Evaluation, motivation, training and burnout

Maintaining a partnership is a full-time occupation.
It requires constant effort on the part of all partners

NEW PARTNERS AND PARTNERSHIP ISSUES

for the 30 years or so they are associated with a firm.
Partner evaluation is essential to the success of a
partnership and the partners might be deluding
themselves as to how strong their firm is if they
don't have such a program.
For the evaluation process to be successful, per
sonal desires must occasionally be subjugated to the
needs of the firm and the one firm concept. There
must be understanding of a partners job descrip
tion by both parties. For example, agreement must
be reached on the level of service to be rendered to
clients and what other responsibilities the partner
has in the firm.
You might find that partner fear of criticism is an
impediment to implementing an evaluative process.
One way to eliminate this fear is to stress that the
criticism is not personal and that its purpose is
solely to evaluate a partners ability to do a job.
Accentuate the positives. Concentrate on peoples
strengths—the things they do right. And get their
attention by rewarding performance. The benefits of
partner evaluation are improved performance,
team building and the identification of partners
who are not in tune with the firm's philosophy.
In most firms, there is a need for partners to learn
management techniques as well as to maintain
their technical skills. It is the responsibility of the
managing partner to develop these skills and tech
niques in partners and to manage and encourage
their involvement in constructive changes in the
firm. Maximum use must be made of all resources to
insure the growth and continuity of the firm.
Benign neglect doesn’t work when it comes to
motivating young partners. They will be much more
effective if the managing partner sits down and
talks with them. And mature partners aren’t beyond
change either. They can grow into a new type of
career if communication is effective.
There is a lot of stress in the accounting profession
today. Firms tend to overuse intense people (type ‘A’

personalities) and contribute to the burnout which
can occur in a competitive atmosphere. While part
ner burnout can be controlled, prevention is the
better course. Discuss it openly in the firm and ro
tate high pressure jobs. Don’t allow people to work
18-hour days and 80-hour weeks. Recognize peoples
contributions but make them take some time off. It
is essential to act on the first signs of burnout. Admit
that a problem exists and get outside help if needed.

Partner terminations—voluntary and involuntary
Dealing with partner terminations is a delicate is
sue, at best. It can be very difficult and sometimes
unpleasant to part company with a co-owner of the
firm. However, sometimes it can be the best thing
for the firm and partner terminations are occurring
more frequently now than before.
The reasons are varied. They may have to do with
someone not being a team player or not fitting in
with the firm’s philosophy, or it may be that a part
ner has personal or financial problems. Stress and
partner burnout may cause terminations too. Firms
are increasingly reluctant to allow someone to just
take up space and hinder the progress of other
promising people. They aren’t willing to bet on a
partner’s performance improving.
If a termination is inevitable, there are several
things to be considered. First of all, there are the
rights of the partner concerning vesting of benefits,
capital payout and interest on the balance, and re
tirement payments based on past earnings experi
ences.
The partnership has rights too. Many firms have
noncompetition agreements to protect against or
compensate for a partner leaving and taking clients
with him. Also, the term for capital payment and the
formula and term for determination of retirement
payments and income tax treatment must all be
considered.

DEVELOPING PARTNERS FOR THE YEARS AHEAD
If it were possible to take a snapshot of public ac
counting in the 1960s and compare it with a similar
picture of public accounting in 1984, the revolution
in our profession would become startlingly appar
ent. The 1960s snapshot would show a profession
which generally respected restrictions on adver
tising, solicitation and recruiting of competitors’
personnel. There were a modest number of technical
pronouncements regarding auditing and reporting,
and no standards regarding quality-control pro
cedures. Rapidly expanding public capital markets
and a robust economy were accompanied by in
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creased demand for accounting, auditing and tax
services. The automated office was still in its in
fancy, and client billing arrangements were most
frequently defined orally, if at all.
In those days, partners were valued for being tech
nical and for their ability to get client work done.
While "salesmen" partners existed, they were in the
minority, and a lack of technical skills was consid
ered to be fatal. The "maintenance" partner—some
one who served existing accounts rather than
generating new business—had a definite place in
the firm. Job satisfaction was relatively high, and
partner turnover was low.
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A snapshot of the 1980s shows a very different
scene. Demand for auditing and accounting services
has gradually slowed. One study indicates that these
services will grow less than 2 percent a year through
the rest of this century. Standards overload has be
come an issue, and peer review requirements have
necessitated more quality-control procedures and
documentation. Restrictions have been eased on so
licitation and advertising. Office automation is in
full bloom, and there has been an explosion in new
products and services offered by CPA firms. Billing
arrangements and work assignments with clients
are defined by engagement letters and even written
contracts.
The effective 1980s partner must constantly add
new clients to his list, if only to replace those who
have been lost. A more complex society has fostered
an increasing need for specialization in an industry
or discipline. Specialization has in turn fostered the
need for clients to be shared between partners, for
example, between one partner who might have tech
nical accounting skills, and another who is stronger
in the tax area.
The maintenance partner who can serve clients
but who cannot add new clients to the list is no
longer economically viable. In addition, partners
must learn to use, or at least live with, microcom
puters, word processors, computerized research
and still maintain accounting, tax or some other
special discipline.
Most of us intuitively recognize that not all part
ners are good at all things, except when we ask what
a partner should be able to do. The list is incredible,
and it includes maintaining high billable hours;
recruiting, counseling and supervising staff; provid
ing business advice; marketing; practice adminis
tration; developing new products and services;
planning; public speaking; and community service.
No one can do all of these things well, and smart
practitioners are learning to go with their strengths
and let others do the things they do not do well.
Critical to this segmentation of work load is the
recognition that administration and leadership are
not the same. Partners lead; they do not necessarily
have to administer. A leader makes sure all the im
portant things are done, but an administrator does
them.
Perhaps one of the most important leadership
roles of partners is to recognize that there has been
an acceleration in the rate of technological change,
and that the life cycle of skills has been shortened.
Every practitioner, every year, should have as a goal
learning a new skill or expanding a marketable ex
isting skill.
A colleague in one firm loves to tell about one of
his "grey-haired” partners whose audit skills had

long since atrophied. This partners experience and
knowledge of client operations, coupled with a little
training, allowed him to become a busy strategicplanning consultant. In another instance an ac
counting specialist converted his new enthusiasm
for microcomputers into a thriving practice install
ing and supporting computerized accounting sys
tems for clients.
One message is clear. If your firm is to retrofit its
services to be responsive to dynamic changes of the
1980s, the partners must take the lead. They cannot
lead by suggesting that others learn new skills. They
must first retrofit themselves.
The initial step in this process is to raise expecta
tions of partners in specific ways and communicate
these higher expectations to them. It may be neces
sary to restructure the way partners work, to change
client assignments or to restructure the office in
other ways to make these changes effective.
We recently assigned all nonprofit work in the
firm to one partner. The partners increasing skill
level enhanced her reputation, and the practice
doubled within a year. Yet, to do this, she had to give
up her security blanket, which consisted of some
very important clients.
A key to developing partners is to focus their at
tention on developing one new skill or discipline.
The major stumbling block is the variety of choices
available. Examples of areas of focus could include
personal financial planning, litigation support,
strategic planning, mini- and microcomputer in
stallation or an industry specialization. What makes
this program successful is concentrating on areas
where fees are less sensitive and can be based on
value added as a consultant rather than being
based on the traditional formulas generally used.
We have found we succeed best by introducing
change through pilot projects as opposed to trying
to revolutionize everything at once. It gives us a
chance to find out if the idea works without harming
the firm if it doesn’t. A clear understanding of the
reasons for the change and the results that are ex
pected are essential.
These changes may require defining the difference
between resources and overhead. For example, we
frequently suggest that our lawyer and doctor cli
ents get an office administrator, but we hesitate to
hire them for our own firms because we don’t want
to increase our overhead. Administrative personnel,
microcomputers and word processors, properly ap

plied, can be resources that leverage income up
ward. A partner in one firm, working full time with a
microcomputer, was able to prove that he could be
more profitable and generate more revenue than he
had in the past, with a secretary and two profes
sional staff accountants.
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As we change the services and structure of the
services offered, we must also be willing to change
our compensation programs and our ways of look
ing at hours, revenues and profits. Just because reve
nues were distributed a certain way last year does
not mean the same method should be used this year.
In the dynamic 1980s we should get used to the idea
that positions and profit shares in our firms are not
permanently enshrined, but are subject to change.
We must be willing to evaluate partners on overall
results rather than on whether they fit a preexisting
firm model—say, one partner, three staff.

Despite the revolutionary nature of our times and
the need to change, we have some time. Most firms
can rely on the fact that in the current year they can
expect 80 percent of their income to come from the
same clients and the same services they provided
the year before. Recurring compliance services for
our existing clients will help pave the way and pay
for the training, experimentation and change neces
sary to ensure our success in the 1980s.
—by Robert L. Bunting, CPA
Seattle, Washington

PARTNER SELECTION, ADMISSION AND RETENTION
The objective of partner selection is to admit those
candidates who can clearly contribute to the firm's
viability in the years ahead. Most sought are men
and women of breadth and judgment who have a
practice development consciousness and a full ap
preciation of the need for an extremely high level
of technical competency. For them, an expanded
role involving an assumption of leadership and
greater responsibility in the firm within a five-year
period should be envisioned.

April 1979

People should be considered for their partner
ship potential when they are interviewed for staff
positions. Most partners like the idea of continuity
but if staff accountants who are expected to con
tinue the firm are to be hired, everyone concerned
must be aware of the firm’s philosophy. The pres
ent partners must decide what they want their firm
to do and where they want it to go; and they must
find out what staff people and prospective staff
members would like to be doing in five-years’ time

PARTNER CANDIDATE
PROFILE AND NARRATIVE ASSESSMENT

Provide a profile rating of the candidate. The "average” category should be used for acceptable to good
ratings. The "superior” rating should be reserved for candidates exhibiting clearly outstanding character
istics. "Below average” ratings should be explained.

PROFILE
Characteristics

Superior

Average

Below
Average

Leadership
Technical Competence
Contribute to Growth

Business Sense
Executive Presence

A narrative assessment of the candidate’s performance with respect to each of the characteristics of a
partner or principal should be submitted in this part of the profile.
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and what they think they will be doing. If these
staff members don’t envision substantial improve
ment in their positions over a five-year period, they
probably won’t be wanted as partners.
The following profile form and characteristic
descriptions may be helpful when considering
someone as a potential partner.
Five characteristics of a partner/principal
□ Leadership is the ability to motivate and

□

□

□

□

guide subordinates and be respected by
them. It means being able to conceptualize a
problem and being innovative and creative
in reaching a solution. Leadership is the
ability to inspire clients and assume respon
sibility and authority with discretion and
judgment. Leadership is the capacity for be
ing an effective manager and achieving the
timely completion of assignments.
Technical competence signifies that one has
acquired a body of knowledge in a special
ized field and can make sound decisions
based on this knowledge. It denotes having
confidence in one’s technical ability, keeping
up with current developments and producing
high quality reports for clients. A technically
competent person will have sufficient knowl
edge of the total services offered by the firm
to recognize needs and opportunities beyond
his own capabilities.
Ability to contribute to the growth of the
firm means encouraging existing clients to
utilize all of the firm’s services. It indicates
exercising personal initiative to obtain new
clients and having the ability to make high
quality, successful presentations to bring in
new engagements and new clients. It also
means making a positive contribution to the
firm’s staff recruitment, education, develop
ment and retention efforts.
Business sense. The good business person
possesses sound business knowledge and
judgment and demonstrates these character
istics in seeking new clients and retaining
existing ones. He or she applies good busi
ness strategy in estimating fees, is profit
oriented, timely in billings and collections,
contributes an adequate margin to the firm’s
profits and is an efficient and effective ad
ministrator.
Executive presence is the image an individual
portrays in the company of others. A person
with executive presence has stature, integrity
and moral courage, is highly motivated and
has a personality which leaves a lasting posi

tive image. He or she demonstrates profes
sionalism by personal conduct and grooming
and by an enthusiastic attitude toward the
firm. Subordinates seek this person’s advice
and counsel, and superiors seek his opinion.
Performance evaluation should be an ongoing
process and should take place at least annually
for managers and after completion of an assign
ment for staff accountants. Personnel should be
graded on how well they meet the firm’s standards
in the above-mentioned areas and on their com
municational ability, taking into consideration
their different responsibilities and experience.
Managers must also be evaluated on their poten
tial for admission to the firm.
A performance report should be completed and
used as a guide by the evaluator in discussions
with managers and staff people. The performance
report should be regarded as the starting point in
evaluating a person and not as a replacement for
day-to-day coaching. And the evaluation should
address positive as well as negative aspects of
performance and deal in specifics, candidly and
constructively.
All partners must assume their share of the
financial burden of running the practice, but obvi
ously, if partners are to be retained, the financial
arrangements concerning the capital account,
compensation and retirement, etc., must be real
istic and fair. Continuous partner evaluation and
goal setting can aid partner retention by providing
a basis for
□ Fairness and equity in financial matters.
□ Motivating people by recognizing their ac
complishments and contributions to the firm
through advancement and monetary re
wards.
□ Making sure that the partners work in areas
which effectively use their talents through
early determination of their capabilities,
potential and readiness for greater responsi
bilities.
□ Aiding career development by allowing part
ners to capitalize on their strengths and to
minimize or correct weaknesses.
□ Maintaining motivation through the many
performance and directional changes that a
partner may go through in a long career.
(Readers may wish to refer to the August and
September 1978 issues of the Practitioner for some
more ideas on personnel evaluation.)
Partners must be more than mere technicians
and care should be taken that they do not put in
too many chargeable hours with too many clients.
If partners do have excessive chargeable hours, it
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could mean that they are not keeping up with tech
nical changes, professional activities, civic duties
or meeting often enough with the clients on a
social basis.
A firm’s profitability is increased by growing
with its clients, expanding to new areas of service,

upgrading its staff and handling more difficult
engagements. A planned development of its human
resources will provide the organizational strength
for the success and continuity of the firm.

PREVENTING PARTNERSHIP PROBLEMS

March 1980

Partner separation is sometimes costly, often pain
ful, and almost always damaging to the morale of
the remaining people who are affected by the part
nership's inability to deal with its problems.
Partnership problems are frequently caused by
partners not being on the same path in their per
sonal and professional goals or by their having
different attitudes toward work and time commit
ments. Sometimes the problems are due to a
person’s incompetence in certain technical areas
or to a lack of some of the qualities needed in a
partner. Or, a partner may decide to leave due to
inadequate compensation.
Quite obviously, some people should never be
made partners in the first place. Sometimes people
become partners because of reasoning such as, "If
we admit Gordon, then we’ve got to admit Charlie
or he’ll be offended.” Occasionally, partnership is
offered just because an individual has been around
for a long time or because he’s a "good old boy.”
Finally, there is the fear that if a person is not
made a partner, he will leave and take some busi
ness with him.
There is nothing that says a CPA must be a part
ner of a firm. No one should be admitted to the
partnership unless he or she is the right person.
This means that not only should the person be
right for the job, but the firm must also be right
for the individual. In addition, both parties need
to be ready. If people under consideration won’t
wait until everyone is sure, let them go. They’re
too anxious.
To avoid these problems, a firm should plan
well in advance for partner admission. Sufficient
time is needed for partners to assess the suitabil
ity of a candidate and to allow the person under
consideration to evaluate the firm and the partner
ship. This can be achieved by setting up a program
for partner admission.
This should be a formal, written program, the
details of which should be published in the staff
manual. It is very important that the program be
made known and followed.

-by Harry E. Ward, CPA
Fort Worth, Texas

The program for partners-in-training, or what
ever else you call it, must not only permit both
parties to size up the other, but should also pre
pare a candidate for partnership duties and re
sponsibilities. The entire program should be lim
ited to a period between six months and three
years. Here are some suggestions:
□ Allow candidates to attend most partnership
meetings. This will allow you to see how they
survive the discussions and if they make con
tributions, and to witness their behavior. Of
course, they won’t be able to vote.
□ Give candidates partner-level assignments.
Let them serve on committees and have op
portunities for client contact and direct su
pervision of staff. Watch how they do these
things, and see how they cope with technical
changes and keep up with CPE, etc.
□ Find out if candidates for partnership are
willing to devote time to practice develop
ment. Do they get out in the community and
obtain referrals from bankers, attorneys and
other professionals? Are they able to sell
added services to current clients?
□ Partners-in-training have the right to know
what it costs to do business and what their
commitments will be. They should have ex
posure to all reports and financial data and
be given a copy of the partnership agreement
which they can take to their attorneys for re
view. Partners-in-training should know what
it costs to enter the partnership.
□ Mentor relationships can be helpful to part
nership candidates. Having someone to
champion them and deal with their concerns
can make the difference between their suc
cess and failure. Communication is the key.
□ You must continually evaluate partners-intraining. Every six months, talk with them
about their progress and shortcomings. Be
honest and constructive.
The real objective behind this program is to ad
mit partners who are compatible and who are a
usable resource. It must be borne in mind that
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perhaps the firm is not ready for two partners with
identical skills, such as estate planners. You
should only bring in partners because you need
them.
For a CPA to become a partner is to announce
to the world that he or she has arrived. Candidates
for partnership will be looking for a chance to con
tribute to the firm and to continue growing and ex
panding their capabilities. They have an interest
in current and future compensation and in secur
ity. To attract the right people, the firm must be
prepared to meet these needs and be in a position
to do so. The people you want must value being
partners.
To reiterate, candidates should be admitted to
the partnership when they and the firm are both
ready, when there are specific roles for them to
fill and when the firm can afford an increase in the
number of partners.
What if the decision is no?
The best thing to do in that case is to help the
individual find another position outside the firm.
There are no permanent partners-in-training and

SECOND-CLASS PARTNERS
Practitioners often ask my opinion about admitting
a "second-level" partner. Sometimes the reason is
because they have someone on the staff who has
potential and is definitely partner material but who
is not yet ready for full partner status. Other times it
is the firm that is not ready for an additional part
ner. On occasion, the reason is that the individual in
mind is not a CPA and therefore lacks the qualifica
tions for partnership. Whatever the reason, my an
swer is always that I don’t think the position of
“second-level" partner accomplishes much.
My general philosophy is that when a member of a
firm becomes a partner, he or she should be like all
other partners. Differences should be recognized in
such areas as ownership, salary and profit par
ticipation, but a partner should be a full partner and
share in the responsibilities of a partnership as well
as in its assets and liabilities.
If individuals are non-CPAs, they should be made
principals or directors or given some other title, and
have all of the rights of the partnership other than
the voting rights from which they are legally ex
cluded. If they have the legal qualifications but the
conditions are not yet right, don’t try to make a
special class of partner. My preference in this case is
to establish an employee level that can be rewarded
in different ways from other employees. Some firms

candidates cannot go back to positions held prior
to entering the program. Your well-being depends
on your partners and potentially damaging situa
tions should not be allowed to develop.
Good partners are the only real guarantee of
firm continuity. Making the right choice is allimportant if problems are to be avoided. So, set
up a partners-in-training program, follow it and
admit only the most suitable people you can find.
And, let your partners know you appreciate them.
They may be more than you deserve.
-by Donald B. Scholl
D. B. Scholl, Inc.
Paoli, Pennsylvania
Practitioners will find the various chapters on
partnerships in the AICPA Management of an Ac
counting Practice Handbook helpful in dealing
with and preventing problems in a partnership. In
addition, other ideas on training partnership can
didates can be found in the following Practicing
CPA articles: “Training for Practice Develop
ment," March 1979, and “Developing Leaders in
the Firm,” September 1979.

June 1984

use the title of principal to designate profit-sharing
employees prior to their becoming partners. Other
firms use the manager level in much the same way.

What partnership means
Partnership implies a lot of things besides sharing
in the profits and losses of the firm, and it should be
reserved for people who have demonstrated the abil
ity and earned the right to be made a partner. Those
who share the responsibilities and perquisites of
partnership should be full partners and not a subor
dinate group. You are dealing as much with a psy
chological situation in developing partners as you
are with any other particular attributes or abilities.
Partnership should be something that is antici
pated and looked forward to, and which is given at
the proper time from the perspective of both the
firm and the individual. This should never be
treated lightly or done as a half-way step. Either
people are partners or they are not.
There is little value in the establishment of a sec
ond-class citizen within the partner ranks. It doesn’t
do much for the partnership and it does even less for
the individual.
—by Donald B. Scholl
D.B. Scholl, Inc.
P.O. Box 297
Paoli, Pennsylvania 19301
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SOME THOUGHTS ON WHAT MAKES PARTNERSHIPS HEALTHY
Increased client load, a need for companionship and
an urge to create an accounting firm that can be
perpetuated are among the reasons why local prac
titioners take in partners. But although most part
nerships are begun with high expectations, all too
often, some end with recriminations.
People who are always negative or who avoid ex
pressing an opinion can help ruin a partnership, as
can individuals who dominate every conversation.
What a partnership needs are people who get things
going, who seek information and evaluate decisions.
A partnership also needs people who can harmonize
disagreements, keep track of abandoned ideas and
reintroduce the best ones. The following comments
which are based on conversations with members of
the St. Louis MAP committee during a consultation
visit to the area, highlight some types of actions that
should be avoided because they can cause problems
in a partnership. Instead, consider the alternative
suggestions. For example, don’t

□ Create a second-class citizen syndrome by giv
ing new partners too small a cut. By the end of
an individual’s second year, compensation
should be tied to productivity.
□ Have executive committees that exclude some
partners from the decision-making processes.
It is unwise to treat your partner as an
employee.
□ Refuse to delegate decision-making authority
to newer partners. It is a shortsighted policy
because withholding authority and respon
sibility inhibits personal growth and stifles
initiative.

□ Fail to review firm goals. Hold a partner retreat
at least once each year. Develop both short- and
long-range plans and review them regularly.
Participation in the decision-making process at
all levels of the firm should be encouraged. People
are more likely to support decisions they help make.

□ Take in partners too early, too quickly or in
clusters. Don’t feel obligated to create partners
and keep in mind that two staff members who
joined the firm together need not necessarily
become partners together. Develop written cri
teria for prospective partners and evaluate
each candidate according to those criteria.

—by Jay Nisberg
Jay Nisberg & Associates
14 Pelham Lane
Ridgefield, Connecticut 06877

BUILDING A TEAM CAN SOLVE PARTNERSHIP PROBLEMS
Two skills are important in solving partnership
problems through effective team building. One is
being able to deal with personality differences. The
other is knowing how to make team decisions. But
the first step, of course, is to understand what causes
conflict between people and what effect this has.
Conflict is normal. It is always there and you have
to learn how to deal with it. Age differences can
contribute to conflict in a firm because different
generations have different ways of looking at many
things. If someone always has to win in such situa
tions, and many people are brought up thinking that
they do have to win, then someone else has to lose.
This need of some people to have power and control
others can be costly to the firm.
Stress is another cause of conflict. Sometimes,
stress results from family situations and the ex
pected life changes, and sometimes it is job related.
New responsibilities, overwork, seasonal deadlines
and personality differences can all put stress on
partners and cause conflict in the firm.

January 1984

February 1984

Everybody has different expectations and while
we all think our views and expectations are the most
realistic, the trick is to bridge these differences and
solve problems without putting someone else down
—i.e., to focus on the problems, not on the person
alities involved.
The effects of conflict

Typically, many people fear conflict, partly out of
worry over what others will think of them, and
adopt a lose/lose strategy of avoidance and with
drawal. They see protection of self-image and keep
ing the peace at any price as more important than
the task or goal at hand. Typical behavior includes
indecisiveness and the tendency to minimize the
differences.
Other people adopt a win/lose strategy—one of
negative confrontation. In this strategy, conflict is
seen as a struggle to determine the dominant person
or power, and the goal or task becomes more impor
tant than concern for people. The typical behavior of
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a person with this win at all costs attitude includes
aggressiveness, intimidation and faultfinding.
Relationships without conflict are nonproduc
tive. Conflict is the growing edge of a partnership
and provides the opportunity to appreciate the dif
ferences in problem-solving strategies. With the ap
propriate strategy, conflict can be seen as an oppor
tunity to attack partnership problems rather than
as an opportunity to attack another partner.
A win/win strategy is one of positive mutual con
frontation in which each person accepts the respon
sibility for his beliefs and opinions. In this strategy,
problems are viewed as a challenge and each part
ner becomes a catalyst for change, not an antagonist
for power. Instead, the partners stimulate creative
forces in each other and both the people and the task
are viewed as important. To make this strategy
work, you must let the other side know that you are
listening and “own" what you say—e.g., I think this,
that or the other, etc.
A method for solving problems
One resource for team building is the decision-mak
ing format. However, certain ground rules must be
established if problems are to be solved using this
method. For example, you must
□ Determine what needs to be done and the pri
ority of the issue in question.
□ Define the goals to be reached and determine
how you will measure the results.
□ Create multiple alternatives, evaluate them
and assign tasks to ensure execution of the se
lected ones.

FAST PLUS
If you are considering an association with another
practitioner, you might find the FAST-PLUS form on
page 7 helpful in identifying potential problems.
The form is based on one used in a Colorado Society
of CPAs CPE course, "Starting Your Own CPA Firm,"
and the idea is for the parties involved to rate each
other in the areas indicated in order to assess their
feelings about a relationship.
FAST-PLUS is an acronymn for the four principal
areas of concern: financial, attributes and attitudes,
spouses, and technical skills. PLUS is a final, multi
part question that provides some additional impor
tant information.
Practitioners should rate each other on the follow
ing basis:
□ 1,2,3. Below average. (Known problems which
could prove serious in the future if not cor
rected.)

□ The final agreement should be specific and in
writing to remind everyone of the changes that
must be made.
□ Evaluate the results of your decisions to deter
mine whether or not you reached your goals.
□ Monitor the success generated by the team de
cision format.
Generally speaking, the team decision format is
most effective in meetings where the emphasis is on
planning. The format tends to equalize power
among group members and allows people to maxi
mize their contributions. With the ground rules
clearly established, little time is wasted on power
plays and the result is increased team spirit and
cooperation. Also, the interpersonal skills required
to make the format work, tend to carry over into
other meetings and relationships.
Without the development of effective communica
tion skills, the team decision format is just another
chart on the wall. But once partners have learned
how to listen, understand others feelings and ex
press themselves clearly and concisely, and been
given a work climate based on trust and acceptance,
the team decision format will eliminate costly
power plays. It will also increase productive com
munication and give more assurance that partici
pants will support the outcome of decisions.
-by Claude D. Dollins
Claude D. Dollins, MS, Inc.
(Management Consultants)
P.O. Box 53383
Lubbock, Texas 79453

October 1988

□ 4,5,6. Average. (Generally acceptable with
nothing likely to prove seriously detrimental to
the relationship.)
□ 7,8,9. Above average. (Qualities likely to con
tribute considerably to a successful relation
ship.)
A final note: A high rating of 9 was chosen to suggest
that there are few perfect partnerships rating a 10, and
that you should enter into the relationship aware that
there might be potential problems. [7]

—by Albert S. Williams, CPA, 9250 East Costilla,
Suite 450, Englewood, Colorado 80112
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FAST-PLUS
1 23

456

789

D/K N/A

Financial
Parity of financial
commitment

____ ______ ______ _____ ___

Personal financial
situation

____ ______ ______ _____ ___

Working spouse

____ ______ ______ _____ ___

Spending habits

____ ______ ______ _____ ___

Attributes and attitudes

1 23
Technical skills
Auditing:
General

456

789

D/K N/A

____ ______ ______ _____ ___

Profit

____ ______ ______ _____ ___

Not-for-profit

____ ______ ______ _____ ___

Tax:
Individual

____ ______ ______ _____ ___

Hours

____ ______ ______ _____ ___

Partnership

____ ______ ______ _____ ___

Growth

____ ______ ______ _____ ___

Corporation

____ ______ ___

Profits

____ ______ ______ _____ ___

Outside activities

____ ______ ______ _____ ___

Retirement

____ ______ ______ _____ ___

Personality

____ ______ ______ _____ ___

Planning

____ ______ ______ _____ ___

Client development

____ ______ ______ _____ ___

Audits

____ ______ ______ _____ ___

Staff

____ ______ ________________

IRS

____ ______ ______ _________

Estate and trusts

____ ______ ______ _____ ___

Honesty

____ ______ ______ _____ ___

Other

____ ______ ______ _____ ___

___

___

Health

____ ______ ________________

Goals

____ ______ ______ _____ ___

Accounting:
Speed

____ ______ ______ _____ ___

Other partners

____ ______ ______ _____ ___

Accuracy

____ ______ ______ _____ ___

Profession

____ ______ ______ _____ ___

Persistence

____ ______ ______ _____ ___

Write-up

____ ______ ______ _____ ___

Dress and appearance____ ______ ______ _____ ___

The partnership

____ ______ ______ _____ ___

The future

____ ______ ______ _____ ___

Confidence

____ ______ ______ _____ ___

Decisive

____ ______ ______ _____ ___

Delegate

____ ______ ______ _____ ___

Personal habits

____ ______ ______ _____ ___

Morals

____ ______ ______ _____ ___

Spouse
Influence

____ ______ ______ _____ ___

Attitude

Supportive
Financial

____ ______ ______ _____ ___

Hours

____ ______ ______ _____ ___

Health

____ ______ ______ _________

Children

____ ______ ______ _____ ___

Family activities

Other

Computers:
General knowledge____ ______ ______ _____ ___
Specific knowledge

____ ______ ______ _____ ___

Practice management:
Client development____ ______ ______ _____ ___

Administration

____ ______ ______ _____ ___

Personnel

____ ______ ______ _____ ___

____ ______ ______ _____ ___

Other expertise

____ ______ ______ _____ ___

____ ______ ______ _____ ___

General business
acumen

____ ______ ______ _____ ___

Overall complement of
technical skills to
other partners

____ ______ ______ _____ ___

____ ______ ______ _____ ___

CPA examination

____ ______ ______ _____ ___

____ ______ ______ _____ ___

Investments, finances____ ______ ______ _____ ___

As a final test, the PLUS portion of the exercise requires you to list any situations which your partner might encounter
and in which you would not be proud to say, This is my partner.

Social situation____________________________________________________________________________________
Client situation_____________________________________________________________________________________

Professional activities_______________________________________________________________________________
Personal__________________________________________________________________________________________

Other_____________________________________________________________________________________________
Copyright © 1984 by Albert S. Williams, 9250 East Costilla, Suite 450, Englewood, Colorado 80112
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MANAGING THE NEW PARTNERSHIP
There seems to be a belief these days that partner
ships, especially those with two to four partners,
generally pose problems in effective management,
specialization and a unified firm approach. I have
heard several colleagues indicate that personality
and idealogical differences among partners repre
sent the biggest problems they face in their prac
tices.
In fact, some practitioners are sharing space,
personnel and equipment on a trial basis during
the initial stages of an association in an effort to
avoid the costs, time commitments and emotional
strain caused by a separation of partners.
In view of these problems, common to many
practitioners, I would like to present our ap
proach to partnership which we have found helps
alleviate some of the difficulties.
My partner and I started our practice approxi
mately three and a half years ago under rather un
usual circumstances. We knew each other by name
only and were drawn together by a mutual desire
to practice public accounting in our community
and to do so with the moral and professional sup
port of another individual. The time frame we
were working under allowed us to do little else
but discuss a few generalities and personal goals,
and before we knew it we were in practice to
gether.
Out of necessity, we adopted some general atti
tudes that we believe have improved the practice
(and taken us through many rough spots) and in
corporated them into our partnership agreement.
Although some of these have been discussed many
times before, and others are obvious, the following
concepts should be given consideration by poten
tial partners.
□ Equality—No two partners are equal in abil
ity, motivation, performance under stress,
attracting new clients, supervising staff and
most other areas of a practice. Recognize
this, face it as soon as possible in the rela
tionship, and adjust compensation and
duties for the differences.
□ Communication — In the initial stages, con
stant communication is essential. Be honest
and candid about each other’s habits, ap
proach to clients and the practice, relation
ships with staff, etc. Of course, this com
munication implies an attitude of compro
mise, self-improvement and firm promotion
as the first priority.

□ Benefits—Discuss them. Define clearly what
the partnership's policy will be regarding

January 1980
reimbursement of expenses, automobiles,
draws, etc. If idealogical differences can be
overcome, money is the next obvious source
of friction.
□ Specialization — Segregate responsibilities
to whatever extent possible to allow individ
ual expression of ability and to force some
independence of action.
□ Managing partner — Even in a two-partner
firm, someone has to give up some degree
of control over firm management decisions
and vest responsibility with the other part
ner. We tried comanaging day-to-day opera
tions at first but found it impossible.
□ Personalities—Recognize that they’re differ
ent, and try to utilize the differences to the
firm’s advantage rather than letting them
cause discontentment.
□ Personal life—Face the fact that all partners
have personal lives and must deal with their
relationship to the firm in their own manner.
Try to be conscious of the results obtained
and the overall performances of your part
ners as opposed to focusing on their short
comings in a particular instance.
□ Firm approach — The smaller the practice,
the more difficult it is to overcome the "my
firm’’ concept and to educate clients about
the firm’s overall responsibility to them. All
partners must live and preach the "our firm”
concept to make it work.
□ Partners' retreat—We have, since the outset,
gone away each fall for two days to discuss
various aspects of the firm’s management
and promotion. Carefully prepared agen
das, including staff input, have made these
retreats extremely helpful. In a smaller firm,
the pressures of everyday practice make the
periodic retreat a necessity, not a luxury.
Not everything we’ve tried has worked and
there is, as always, much left to be done. Based on
our experiences, we strongly believe that accepting
or admitting a partner is one of the most signifi
cant decisions we will ever make and should not
be considered without first giving serious thought
to the implications involved. Fortunately, we have
turned what could have been an unpleasant situa
tion into a strong working relationship and have
developed a firm of which we are proud. We did
so by eventually coming to grips with the concepts
enumerated above.
- by Vincent T. Brown, Jr., CPA
Easton, Maryland
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PARTNER ADMISSION/BUY-IN
At what gross billing level or at what level of
chargeable time should a sole proprietor consider
taking in a partner? Should a partner have to buy
in? If so, what would be an appropriate amount, and
how could the purchase be funded? These are some
of the questions asked at MAP conferences by practi
tioners who are considering admitting a new part
ner. We asked our editorial advisers for their
opinions.
David A. Werbelow, a Pasadena, California, practi
tioner, says, "Yes, a partner should have to buy in."
Mr. Werbelow thinks the purchase could be funded
over time out of current pro rata share of compensa
tion, and the amount, in today’s dollars and business
volume, should be equal to retirement value.
Richard A. Berenson, a New York City CPA,
believes that a new partner should buy in at accrual
book value. "We have never addressed the question
of marking investments and real estate to market
value," he says. Mr. Berenson thinks the buy-in
should be paid in cash and be financed by bank
loans to the new partner which are guaranteed by
the partnership.
“A new partner does not ‘buy-in’ as such, but must
maintain a capital account, on an accrual basis, just
as other partners do," says Robert L. Israeloff, a
Valley Stream, New York, CPA. "We ask for $10,000
on the day someone becomes a partner, and give the
individual six years to build up to the required cap
ital amount without incurring interest charges,” he
adds.
Mr. Israeloff does not believe that there is any
specific billing level that a sole proprietor needs to
reach before taking in a partner. "It really depends
on the type of practice and at what point in a profes
sional career someone needs a compatriot to help
the practice grow," he says.
Two advisers did suggest some “ball park” figures.
Ronald C. Russell, a Springfield, Ohio, practitioner,
thinks that a sole practitioner should not consider
taking in a partner until gross billings have reached
a minimum of $500,000. He estimates this will
increase to $750,000 within five years. Sidney F.
Jarrow, an Elmhurst, Illinois, CPA, suggests
$300,000 for the gross billing level, and 1,500 hours
for chargeable time. Mr. Jarrow says that too much
billing time minimizes time available to obtain new
client work. He also believes that new partners
should "earn in” out of their share of the profits, and
that the amount should be dependent upon the
firms profitability and growth, and upon the new
partners' potential contribution.
H.W. Martin, a retired Rome, Georgia, practi
tioner, thinks that whether a partner should have to
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buy-in depends entirely upon the financial condition
of the firm. He says a buy-in would be appropriate in a
young firm that is struggling for working capital. On
the other hand, an older, well-capitalized firm could
probably allow their new partners to build capital by
leaving part of their profits in the firm. This would
permit older partners to withdraw some of their
capital over a period of time.
Regarding a billing level, Mr. Martin says that
hours should probably govern this decision rather
than gross billings, although the latter should be
considered.
An old rule of thumb, according to Mr. Martin,
was that a partner needed to have more than 7,500
hours a year of his own time and supervised staff
time on his engagements to make a living. Ten thou
sand was a good average, and 12,500 hours was
really more than one person could supervise prop
erly. Mr. Martin says this rule has to be adjusted for
many things, such as how seasonal the work is, and
the size and type of client, but that at least it is a
place to start.
Robert L. Carr, a Canton, Ohio, CPA, says "I sup
pose there may be some exceptions, but generally it
is my opinion that a partner should buy-in.” Mr.
Carr believes that it makes a difference whether a
partner has an ownership interest or just a profitsharing interest. In the latter situation, he is often
considered, or considers himself, as simply a highpriced associate/employee.
Mr. Carr thinks that one of the key elements in the
profitability of an accounting firm is continuity for
a long period of time. Because of the fragile charac
teristic of many local accounting firms, and their
sometimes short lives, the rewards are greater for a
firm that is able to develop a somewhat institutional
quality by virtue of having existed for a long time.
Ownership represents a commitment of ones
financial resources as well as one’s time and, Mr.
Carr believes, increases the possibility of continuity
in a firm. A sense of pride is usually associated with
ownership. Noncapital partners sometimes have a
sense of being of a second-class nature, and two tiers
of partners may have a greater tendency to develop
relations which are not in harmony with each other
because of different personal or firm objectives.
As to the appropriate amount of a partner's cap
ital contribution, Mr. Carr says that the needs of the
firm tend to ultimately dictate this, together with
the decision as to whether the firm is going to be
financed internally or externally. Working capital
requirements tend to increase as a firm becomes
more successful. Capital is required to fund the
additional costs of facilities, equipment, work in
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process, and accounts receivable, as well as other
assets. These monies can either be provided by part
ners, by lenders, or by some combination of the two.
He adds that to the extent that external financing
is chosen over internal financing, there is a greater
risk to one of the major objectives of a firm, which is
continuity. He suggests that a firm should develop a
policy or tradition that will provide guidelines
regarding the internal and external financing of the
firm that are acceptable to partners.
Mr. Carr says that his experience with the funding
of interest in a firm has been limited primarily to

PARTNERSHIP CAPITAL
How do you determine the amount of capital a
new partner should bring into your firm? Do you
think the funds should go directly to the firm or to
the senior partner? We asked members of our
editorial advisory committee for their views on
the subject. Here are some of their replies.
Sid Jarrow, Chicago: Working capital require
ments of the firm are the determining factor and
the money should go to the firm. If the firm is effi
cient, you need less working capital.

Bob Hammons, Sallisaw, Oklahoma: Capital re
quirements depend on the circumstances, and a
young partner can be given the opportunity to
work his way into the firm. If the senior partner
anticipates a substantial decrease in his interest,
he should receive payment. Therefore, if the new
partner receives a small percentage, increasing
each year, no capital need change hands.

Mary Hall, Cincinnati: The amount brought in by a
new partner should be determined in ratio to any
need his becoming a partner might generate. If,
however, the firm has sufficient capital and a senior
partner is relinquishing a portion of his partner
ship interest in order to give the new partner a
share, then the capital reimbursement should go
to the senior partner.
Richard Maxey, Coeur D’Alene, Idaho: The amount
generally should be determined by traditional
methods, ignoring goodwill value and payment
made over a five-year period from the new part
ner's share of profits in those years.
Our partners’ contributions are retained by the
firm. I think only capital contributions for good
will might justifiably be retained by the senior
partner if he has been a sole practitioner or a very
senior partner for a considerable time (e.g., 10
years) prior to admission of new partners.

partnerships. “For many years,” he says, "we have
handled the purchase of a partnership interest by
simply not taking out all of the profit. Sometimes
this has been done by following a fixed schedule of
retention, particularly with new partners, and
sometimes it has been done by leaving in the busi
ness the funds required for its maintenance and
growth. For this method to be successful," he adds,
"it is important that the firm’s earnings be sufficient
to satisfy the personal needs of partners after
providing for the internal financing of the
firm." [7]
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Robert Neuland, Vienna, Virginia: The factors de
termining how much capital a new partner should
bring into the firm are based on a percentage of
book value on the accrual basis the incoming part
ner has acquired, as well as on payment for capi
talization of a percentage of a year’s fees.
In our firm, the proceeds from the addition of a
new partner goes directly to the firm. The senior
partner receives his money when he sells his inter
est back to the firm. The payout to that partner
is based on the same formula that is used for an
incoming partner.
Robert Israeloff, Valley Stream, New York: Our
firm requires all partners to maintain capital
accounts in proportion to their total incomes. New
partners are given three years in which to arrive
at the proper level, and capital contributions al
ways go to the firm.
William Perdue, Wilmington, North Carolina: We
have had only two partner entries in the past 20
years, so our experience may have limited signifi
cance. In each case, new partner capital has been
measured by the amount of the book value of the
partnership assets less liabilities (excluding any
goodwill), and the capital payment has gone di
rectly to the incumbent partners.

Gerald Grabush, Baltimore: Up until now, part
ners have not had to contribute capital. A new
partner’s interest in the firm is built on layers,
whereby the new member of the firm only gets an
interest in assets acquired since his admittance
date.
Ray Telling, Plattsburg, New York: We’re a pro
fessional corporation, so I don’t know. I am firmly
convinced this is one of the outstanding benefits
of a professional corporation—it has continuity.
You can sell shares or redeem them, just as in the
over-the-counter market.
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Ronald Russell, Springfield, Ohio: As a profes
sional corporation, we use a formula in determin
ing the cost of acquiring an asset. Normally, part
of the price is required to be paid in cash, with
the balance financed by a note to the corporation.
The portion that has to be paid in cash is deter

mined by the new-partner's capability to handle
the debt service or his otherwise available cash.
Normally, the money goes directly to the cor
poration. It is our belief that any retirement pay
out of interest reduction to a senior shareholder
should come from the firm as a whole.

VALUING THE GOODWILL OF A LOCAL PRACTICE UNIT
In the fall of 1973, my partner and I faced a prob
lem which we believe has confronted, and will
continue to confront, many practitioners. We were
not partners then but were discussing the possi
bility of creating a partnership and the problem
we faced was how to value the goodwill of an
ongoing accounting practice.
I had been in practice for several years by then
and my partner was a key employee in the firm.
I was in my mid-40s, he was in his early 30s, and
each of us had something the other needed. I
possessed an ongoing practice and he had the
talent and personality to help that practice grow
and prosper.
We both recognized that the practice had good
will but we did not know how to value it. We
consulted the AICPA library and the staff was
particularly helpful, sending us all the material
it had on the subject. However, we were disap
pointed to find only a small amount of literature
in this area.
Because of the difficulty we had in learning
about others’ experiences, we have decided to
share our method of determining goodwill with
other practitioners.
This is how we did it:
□ We projected fees for the first year of the
new partnership, and since my practice was
several years old we had a good basis on
which to make an estimate. The actual fees
exceeded our estimate but not to an extent
that caused us to think that our exercise
had been in vain.
□ Based upon these estimated fees, we then
projected a profit for the first year of the
partnership. It was our opinion that profit,
after giving a fair allowance for salary equiv
alents to the two partners, should equal
about 15 percent of gross fees. We therefore
multiplied the estimated fees by 15 percent
to project the profit.
□ Having forecast the profit, we then faced the
problem of capitalizing that future flow of
income. We believed that the proposed part
nership was a less risky proposition than a
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new venture would be. But, we also knew
that a two-man firm is subject to hazards
that would not plague a larger and better
established practice unit. Taking these
points and 1973 interest rates into consider
ation, we concluded that a capitalization
ratio of 20 percent was reasonable. Thus,
we multiplied the anticipated profit by five
to arrive at the value of the goodwill.
□ The value of the goodwill, as calculated
above, was for 100 percent ownership of the
practice. We therefore converted that figure
to a percentage of ownership figure and used
that for the basis of selling goodwill.
□ We recognized that profits were partly con
ditioned by partners’ salary allowances. Too
much salary would eliminate any potential
for profit and a salary under allowance
would cause profits to be artificially exag
gerated.
We also knew that our projections would
be invalid if
(1) the practice were to suffer severe client
losses or
(2) experience an unprecedented spurt of
fee growth.
To allow for these contingencies, we de
cided that if annual profits exceeded 17½
percent of gross revenues, we would in
crease the partners’ salaries (in the normal
salary ratio) so as to bring the profitability
down to 17½ percent.
We also decided that if profitability were
less than 12½ percent of gross fees, we
would refund part of our salaries (in the
salary ratio) so that the profits would be at
least 12½ percent of revenues.
□ We also set upper and lower limits on the
amount that would be charged per percent
age point for goodwill. The upper limit was
roughly 10 percent above the calculated fig
ure with the lower limit being an equal
amount beneath it. We knew that at yearend we would multiply the actual profit by
five in order to determine the actual price
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per percentage point for goodwill and that
this amount would have to be within the
above stated limits.
The formula is more complicated than most and
rests upon the notion that the value of goodwill
is dependent upon the ability to earn profits above
and beyond normal salary allowances.
Judging by the literature available at the time,
our approach represented a departure from pre
vailing thought in 1973. Then (and maybe even
now), goodwill was most often thought of as being
a function of total annual fees and was calculated
as being the product of those fees times a predeter
mined multiplier.
We rejected this concept of goodwill though be
cause we believed that profitability was a better
gauge of the value of goodwill and that clients
rated differently in terms of profitability and
desirability.

VALUING AN ACCOUNTING PRACTICE
There seems to he some stigma attached to the
thought that professionals own an asset related
to what is commonly referred to as goodwill. In a
presentation at the AICPA MAP conference on
partnerships and professional corporations that
was held in Denver last year, David F. Wentworth,
a Davenport, Iowa CPA said that when helping
dentist and doctor clients receive payments for
the intangible values of their practices, he has
often first had to convince their attorneys and
sometimes the clients themselves that there really
was something of value for which they should he
compensated.
Mr. Wentworth said that he believed everyone
could agree that one definition of pure goodwill is
the value of future income over and above the
return on capital and labor invested. Nonetheless,
there are reasons other than the computed value
of future income why intangible values exist. Iowa
farmland and San Diego real estate sell for more
than their rental or productive value because the
supply is limited. More analogous to CPA firms,
newspaper publishing companies also sell for
more because of the prohibitive cost of starting a
competitive newspaper. The following comments
are based on Mr. Wentworth's presentation at that
conference on valuing an accounting practice for
acquisition or merger.

It is a long, slow process to build a CPA practice
from nothing and the acquisition of a good base,
assuming that it is "your kind of practice,” is

So while our approach was a departure from
the norm in late 1973, we were convinced that
emphasizing profitability as opposed to revenues
would provide a calculation that gave a better
valuation of goodwill. In retrospect, my partner
and I still believe that the results of our calculation
were fair.
When the opportunity arises of admitting a
third partner, we have decided that this will be
the basic formula used. Some of the numbers and
values will be changed because our practice is
larger and has greater recognition now than was
the case in 1973. Still, the basic framework will
remain the same and this may be the best indica
tion that, at least for one practice unit, our method
is appropriate for measuring the value of goodwill.

—by Houston D. Smith, Jr., CPA
Decatur, Ga.
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always preferable. Acquiring the practice of a
retiring CPA or mergers in your existing locations
can be good business. They are relatively easy to
assimilate and cost about the same as other forms
of practice expansion.
There are some types of transactions or situa
tions where it is necessary to determine the in
tangible value of a practice. The following four
have similarities but also some important dif
ferences:
□ The acquisition of an accounting practice
when the previous owner does not join the
acquiring firm with a partnership or other
ownership equity interest.
□ Legal mergers that for economic purposes
are basically an acquisition. This situation
commonly occurs when partners plan to re
tire or leave the acquiring firm after a year
or two.
There are good reasons for such trans
actions, such as client retention, putting
partners under the restrictive covenants of
the acquiring firm’s partnership agreement
and sometimes income tax benefits. How
ever, at least from the seller’s viewpoint, the
intangible valuation should be no less than
in an immediate full transfer although it
may be structured differently by, as an ex
ample only, using partnership retirement
payments instead of the installment pay
ments typical in a nonmerger acquisition.
□ A true merger of one firm into another or
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of both into a new firm created by the con
solidation. One firm is almost always dom
inant and will be in fact, if not in form, the
surviving firm. In this type of situation it is
the relative intangible value of the two firms
that is most important and this should be
considered before arriving at any dollar
amounts.
Most likely, the acquiring firm already has
its own method of determining its intangible
value. (If it does not, a contemplated acqui
sition by merger is a good reason to create
one.) Using its own established guidelines,
the acquiring firm should evaluate the other
firm and assign ownership in the intangible
value of the combined firms to the merging
partners so that all partners may continue
together on an equitable basis.
□ Most firms believe, rightly so, that there is
an intangible value to their firm although
they often don’t know who owns what per
centage. The issue is frequently partially
addressed by providing for retirement,
death or disability benefits.
The partnership agreement should clearly
define the internal method of computing the
intangible value, the ownership of it among
the partners including annual changes in the
agreed amount, how it is to be used for any
type of partner termination and, if appropri
ate, admission of new partners.
Determining the value
Obviously, there is no magic formula that will
always be applicable in determining the going
price of an accounting practice. However, there
are some guidelines that may be used as a basis
from which to start.
The acquisition price is usually a percentage of
either current or future fee volume. There were
some forty advertisements in the June 1981
Journal of Accountancy offering to acquire or sell
practices. Most did not give price information but
four of the would-be sellers listed an asking price
for the intangible values of their practices as a
percentage of current gross: one at 90 percent,
two at 100 percent and one at 150 percent. If you
had to pick as a guide one number used in the
profession, it would probably be 100 percent of
volume payable over a number of years. (For the
right type of practice in the right location, Mr.
Wentworth’s firm’s guideline is 100 percent of the
lesser of current or future volume, payable at 20
percent a year over a five-year period.)
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Elements of a practice
One point to keep in mind is that the type of
practice you are acquiring is likely to be more
important than the price you pay for it. Although
firms’ needs will differ, the elements of a practice
that should be reviewed and clearly understood
are common to all. Other than volume, expenses
and income, these elements should probably in
clude:
□ Location. The location of a new office should
be close enough to existing offices so that
quality and efficient client service can be
maintained. It will also make management
easier and promote the one-firm concept.
Hardly any practice is too small to be con
sidered if it can be added to an existing office,
but this is certainly not true if the location
is completely new to you.
□ Type of practice. What is considered a de
sirable type of practice to acquire will obvi
ously differ from firm to firm. For example,
a practice is usually thought of as high qual
ity if a high percentage of revenues are
derived from audit work. On the other hand,
audit work may be the least profitable part
of a practice because it is subject to more
competitive bidding than other services.
Similarly, many firms prefer not to have a
mass of simple individual-tax returns. How
ever, a practice with a low percentage of
high-level tax, management advisory services
and opinion audits offers great opportunities
if you have the personnel to take advantage
of them.
□ Clientele. While it is important to obtain a
list of clients, their fee volume, the types of
industry they are in, etc., you should investi
gate more thoroughly than this. You need
to be able to form an opinion as to the like
lihood of retaining key clients as this may
be the reason a practitioner wants to sell.
His great client isn’t worth much to you if
he merges into someone else’s client or out
grows you and goes to a national firm or,
even worse, goes bankrupt. Keep in mind
that if a small number of clients account for
a high percentage of the fees, it is quite
appropriate for the acquiring firm to meet
them to discuss their plans before negotia
tions are concluded.
□ Quality of work. If the quality is inferior,
forget the deal. If it is marginal but the atti
tude of the selling firm’s staff toward im
provement is good, it is probably alright to
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proceed with caution. Remember, along with
the assets you acquire, you also get the con
tingent liability for previous work of the
selling firm. Should there be litigation, you
will almost certainly be named even though
your acquisition or merger agreement places
the cost on the other party.
□ Fee structure. If the selling firm has a fee
structure significantly lower than yours, it
presents both a problem and an opportunity.
(Mr. Wentworth’s firm made some success
ful mergers with firms whose rate structures
were only about half of theirs. While these
offices did not catch up all at once, the rate
increases were prompt and quite dramatic
to most clients. The net results were declines
in chargeable hours but very nice increases
in volume and income.)
□ Personnel. While you shouldn’t really expect
to find outstanding people at the staff level
of an acquired practice, you may often be
pleasantly surprised. Sometimes, people
joining you have a special expertise that is of
benefit to the entire firm. The importance
of the acquired firm’s personnel to you
depends on the ability and willingness of
your current staff to absorb extra work and,
if required, to relocate.
□ Competition. It is difficult to start a highquality practice in areas that are accustomed
only to low-level services and, therefore, the
existence of some competition might be
beneficial. However, excessive competition
is a negative and should be taken into con
sideration.
In general, the level of competition seems
to be closely related to where people desire
to live. A larger city may offer more oppor
tunities than a smaller one, but the partners
have a tough row to hoe if they are to meet
the challenge of the heavier competition.
This is particularly true of a small firm in a

big city unless it can offer some unique ex
pertise. A dominant firm in any community
has a big advantage if it can avoid compla
cency.
Review financial statements
The financial statements, particularly the in
come statements and time statistics, of firms you
are considering acquiring should be carefully
reviewed. It is essential to go back two years (three
years is preferable) in order to understand what
has really happened. Probably no two firms are
completely alike in their own financial accounting
methods, so start with the income statements as
they exist and make pro forma adjustments and
reclassifications so that you have a good compari
son to your own statements.
After you have a good understanding of what
has happened, it’s time to consider what will hap
pen after the acquisition or merger and to make
further pro forma adjustments as appropriate.
Concentrate on significant items and avoid nit
picking that will only cause irritation and distrac
tions from what is important. Expect the other
party to place heavy emphasis on unusual or one
time expenses and to want to ignore the fact that
all firms have them. Future income statement pro
jections are desirable but they can also be as
dangerous as they are useful. The key is the sup
port for the assumptions.
The perceived desirability of a location as a
place to live obviously influences the intangible
value of a practice and the price that must be paid
to acquire it. Therefore, the projections should be
used primarily to help in your decision of whether
or not to complete the acquisition. They should
seldom be used, if at all, in establishing the present
intangible value of the practice.
While every firm is unique, there are some basic
characteristics common to most. Measuring these
against the guidelines mentioned can help in the
evaluation of merger or acquisition prospects in
terms of your firm’s needs.

VALUING AN ACCOUNTING PRACTICE (PART 2)
After reviewing the financial and other criteria
of a practice being considered for acquisition, a
comparison should be made of the partner ratios
of the acquiring and selling firms as this can affect
the valuation. In determining the intangible value
of a firm, the key information needed is fee volume
per partner, individual partner’s income and,
sometimes, the compensation level of the top
nonpartners. Although accountants are certainly

April 1982

aware of the effect of removing a new partner's
compensation from expense on the partnership’s
net income and on the percent of income to vol
ume, there is often doubt as to the procedure to
follow in order to compare firms with different
partner structures. In this regard, the following
illustration may be of help.
In the example below, the respective values of
firms B and C are apparently 73.8 percent and

7
PRACTICE VALUATION AND CAPITAL CONTRIBUTION

23

Illustration Comparing Intangible Values of Finns
with Different Partner Ratios

Firm A

Firm B

Firm C

Actual number of partners
Net services
Partner net income
Percentage of net income to net services

4
$1,000,000
400,000
40

Average per partner
Net services
Net income

$ 250,000
100,000

$ 142,857
57,143

$ 333,333
133,333

1

400,000

(3)
$1,000,000
400,000
(105,000)
40
295,000

Firm B and C pro forma
adjustments:
Number of partners: To adjust to $250,000
net services per partner
Partner net income adjustments:
Income of three lowest partners
Compensation of top manager
Pro forma net income
Pro forma percentage of net income
to net services

40

A) Relative value of firms B and C to firm A
Alternative computation of intangible value:
Pro forma net income
Assumed salary of the four partners
Net income after provision for salary
Times multiple of five
B) Relative value of firms B and C to firm A

112.5 percent of firm A. In reality, the total volume
of different practices will never be identical, as
they are in this example, but by using the same
procedure of working with fee volume, the relative
values of a dollar of volume for the practices being
compared can be computed. If the transaction is
a true merger, the basis exists for equitably assign
ing intangible value to the partners of the merging
firms. If it is an acquisition, the acquiring firm is
in a better position to establish the price and ex
plain its logic to the sellers.
The exhibit also shows an alternative intangible
value computation which is probably more of a
textbook approach. Using this method, an appro
priate amount for owners’ salaries is subtracted
from owners’ total income and the remaining
amount is multiplied by an appropriate figure to
establish the intangible value. The problem with
this method is determining the appropriate sala
ries and multiples. Whatever procedure is used
keep in mind that some practices, particularly
very small or unusual ones don’t fit any overall
formula. One must still use one's business instinct
and common sense.

$ 400,000
200,000
$ 200,000
1,000,000

3
$1,000,000
400,000
40

50,000
450,000

29.5

45

.7375

1.125

$ 295,000
200,000
$ 95,000
475,000

$ 450,000
200,000
$ 250,000
1,250,000

.475

1.25

One question that always comes up in the trans
fer of a practice is whether existing or future
volume should be used to establish the price. Ac
quiring firms usually prefer current volume in the
belief that future increases will come mostly from
their efforts. And they often want to make install
ment payments on the lesser of present or future
annual volume. This puts the burden of client
retention on the former owners. If the acquiring
firm is one of substance and good reputation, the
sellers should have little concern over the "lesser
of” provision as future fees will almost always
exceed the starting base. However, if the acquiring
firm does not have a demonstrated ability to build
on a new or expanded practice, the sellers will
probably insist on a guarantee based on their
present volume. In any event, if the computation
of future fees is part of the agreement, the sellers
have a logical right to insist that the fee computa
tion be on the clients as a group as opposed to
applying it on a client-by-client basis. There will
always be some loss of clients but this should be
more than made up by additional services to the
majority of clients who are retained.
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Sometimes it seems to make sense to both par
ties that the seller receive a percentage of fees
from new clients introduced by him whether or
not he continues in the practice. Before entering
into such an agreement, however, the acquiring
firm should carefully consider whether or not it
prefers that the seller retire completely from the
practice as soon as possible, and the opposite
effect that this arrangement might have on what
it really wants. As an alternative, new clients could
be added to the group of beginning clients which

form the base against which future annual fees are
compared.
There is probably an intangible value in most
well-managed accounting practices that can be
measured to a considerable degree. To minimize
the possibility of future disputes, partners should
reach an agreement on the intangible value of the
partnership and on how it is to be used in the
firm. Such agreements should be monitored and
changed if affected by new developments. Keep in
mind that as with the transfer of all assets, in the
final analysis, the marketplace will prevail.

HOW TO VALUE AN ACCOUNTING PRACTICE
How do you determine a CPA firm's value? Which
factors should be considered in the valuation pro
cess? These are just two of the many questions asked
by practitioners who are considering merging their
practices or acquiring another one. Expressing a
firm's value as a percentage of its gross revenue is
one frequently used method. There is, however, no
standard formula to follow. Different factors must
be considered in each individual situation.
One factor that should always be reviewed in
assessing an offer for the sale of a practice is the
quality of its earnings, including the number of
hours required to generate the revenue. If lack of
adequate records prevents such determination, very
likely the practice should not be acquired at all, or, if
it is, the purchase price should be lowered substan
tially or tied to subsequent collection.
In trying to reach a fair valuation, it is helpful to
look at how larger CPA firms handle the withdrawal
of partners. Generally, there is a provision in the
firm's partnership agreement that requires such
individuals to pay between 50 and 150 percent of the
gross business taken.
Obviously, there is an industry trend to use gross
volume as a basis for valuing an accounting prac
tice. Some people in the profession believe, though,
that the key element should be the percentage of
profit before partner distribution. A firm that nets,
say, in excess of 40 percent of gross revenue would
generally command a higher price than a firm net
ting under 30 percent.
Rather than applying one multiplier to a firm's
gross revenue, another suggestion is to apply dif
ferent multipliers to each type of revenue (see
below). Unfortunately, many firms do not measure
profit by departments and it is often time-consum
ing to gather this information. Such an exercise,
however, enables the purchaser to pay for the
quality of earnings for each segment of revenue.

November 1989

In a special report published by CPA Digest in
August 1985, Sheldon Ames, a consultant to the pro
fession, suggested the following multipliers for each
component in order to take into account the quality
and future value of the service line:

Segment revenue
Multiplier
Compilation
x .75
Review
x .85
Audit
x 1.00
Tax compliance
x .60
Tax planning
x 1.25
Continuing MAS
x 1.50
Add 10 percent to 15 percent for going concern
and future market values of tangible assets.
There will be differences of opinion as to what
percentage these multipliers should be. It would
seem, though, that higher multipliers (over 100 per
cent) should be applied to more profitable areas of a
practice. But in addition to applying multipliers
and looking at the percentage of profit before part
ner distribution, the following subjective factors
should also be considered.
Quality of partner earnings. If the net realizable
hourly rate is in excess of $55 and the average part
ner earnings exceed $140,000 (this figure will
change depending on the location), then a firm
should grade well in this category. It is also impor
tant to note whether or not the firm has made an
adequate investment in people and equipment.
Quality ofpersonnel. Has the firm developed out
standing experienced personnel in all positions—
both partners and staff—who will fit in from the
standpoint of personality, talent, and profession
alism? If so, it is a positive factor.
Location. If the firm is strategically located in a
growing area or where the acquiring firm does not
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EXHIBIT

MERGER AND ACQUISITION REPORT CARD

1.
2.
3.
4.

5.
6.
7.
8.
9.

10.

YES or NO
Considerations
Quality of partner earnings
Quality of personnel
Location-strategic
Nature of clientele
(specialties)
Nature services (MAS,
strategic planning)
Fee structure
Hours managed by partner
Investment in office
facilities and computer
equipment
Quality of services (peer or
quality review)
Firm stability

Excellent Prospect: 7 to 10
Average Prospect:
4 to 6
Poor Prospect:
0 to 3

Case study
Facts: ABC is a CPA firm that has a volume of
$3 million with seven partners. The percentage
of profit before partner distribution is 40 per
cent. It has had excellent growth and is a good
quality firm. They are considering acquiring a
$500,000 practice (XYZ firm) that has two
partners and a net return of 20 percent before
partner distribution. The managing partner of
XYZ firm contacted ABC firm to determine
whether there may be an interest.
The following report card was
prepared for XYZ.
Quality of partner earnings—
average earnings of $50,000

NO

Quality of personnel—no strong
professionals, except for one
partner

NO

Location—not strategic, firm is
in the same city

NO

Nature of clientele—no
specialties, normal services

NO

Nature of services—no MAS,
strategic planning, or personal
financial planning

NO

Fee structure—40 percent
difference in hourly rate

NO

Hours managed by partner—
$428,000 for ABC, $250,000 for
XYZ

NO

Investment in office facilities and
equipment—only one PC, no new
equipment for the past five years NO

Quality of service—partners are
committed

YES

Firm’s stability—no recent
breakup

YES

The average partner earnings would be sub
stantially lower than the earnings generated
by ABC firm. XYZ firm has not developed out
standing personnel. There is no strategic loca
tion. The nature of clientele does not include
any specialty and the firm recently lost busi
ness. There are no unusual services offered
other than the traditional boilerplate services
offered by CPA firms. The fee structure is not
comparable with ABC and the average dollars
managed are substantially different.
Grade: 2-YES/8-NO = Poor Prospect
Conclusion: In this case, the report card is
not a good one, so there is really no goodwill
value. However, a pro forma should be pre
pared to determine what costs would be elimi
nated if XYZ moved into ABC's facilities.
Additionally, it would be advisable to prepare a
client list and fee schedule to determine client
profitability. Perhaps the firm is losing money
on audits because it is not using audit software.
Despite the report card, one must investigate
whether, through better management, the bot
tom line can be enhanced. If such a possibility
exists, the firm can decide whether to pursue
the merger. Generally, however, if a firm grades
low it is not a wise business decision to acquire
the practice.
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have significant presence, this will add to its value.
Nature of clientele. The firm may have several
clients in specialized areas such as health care or
banking. These would receive a high rating.
Type ofservices provided. If a firm provides man
agement advisory services or other profitable ser
vices such as strategic planning, this should receive
positive consideration. If the firm has expertise in
an area that could strengthen a department in the
acquiring firm, this would also be a plus.
Fee structure. The hourly rate factors are impor
tant. The average net cash realizable rate of the
acquired firm should be within 20 to 25 percentage
points of the rate for the acquiring firm.
Hours managed by partner. A problem exists if it
is normal in the acquiring firm for each partner to
supervise 10,000 hours and the partners in the can
didate firm only supervise about half that number of
hours. This would result in a low rating, unless the
average realizable hourly rate is high.
Investment in office facilities and equipment. A
significant investment in office facilities and com
puter equipment adds to a firm's potential value.
Quality of service. A firm should have quality
control documentation. The acquiring firm must
inspect workpapers and tax returns of the acquired
firm to determine that there is quality control.
Because of the increased likelihood of lawsuits, no
one wants to inherit problems.
Firm stability. Check to see how stable the firm is
and whether partners have left recently and taken
clients with them. Is there excessive partner turn
over and has the firm been growing during the last
four years?
To help put these considerations into perspective
and arrive at a purchase price, the acquiring firm
could use a merger report card, such as the one
exhibited. If the candidate firm rates positively in
all of the categories, it may warrant a premium,
such as an advance cash payment to each partner,
which would be in addition to the accrued capital
account. A candidate firm's investment in develop

ing outstanding people is a particularly important
factor in determining the value of a practice, and, in
certain instances, the average partner earnings fig
ure is the critical component. Usually, the higher the
average, the more the firm is worth.
Practitioners who are considering selling their
firms often ask how they can determine that they are
receiving proper value. One way is to ask the acquir
ing firm if it has a standard merger agreement and
what the basis is of the unit awards.
A major problem leading to the demise of some
firms that grew via mergers was the different deals
accorded to different partners. This led to negative
reactions from some partners who sold their prac
tices and then realized that others had a better deal.
Always make sure you are receiving value for what
you have built over the years before proceeding with
an acquisition or merger. An outside consultant can
often be of help in this area.
With merger mania rampant, it is important to
have options so that you can determine the best fit
for your firm. In other words, consider more than
one offer if you are selling, and look at more than one
practice if you are acquiring. Although financial
considerations are important, it is the trust and
integrity of the firms involved that will determine if
a merger or acquisition is successful. If you wonder
whether you would be comfortable with the people
with whom you are negotiating, you might
remember the cocktail party test as described by J.
Curt Mingle, CPA. (See "Making the Marriage Last”
in the August 1984 issue of the Practicing CPA.)
—by Robert J. Gallagher, CPA, R.J. Gallagher and
Associates, Inc., 2445 One Melon Bank Center, 500
Grant Street, Pittsburgh, Pennsylvania 15219, tel. (412)
281-8559
Editor’s note: Mr. Gallagher is the author of Merging
Your CPA Firm (Colorado Springs: McGraw-Hill,
1988), from which this article and exhibit are
excerpted.
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PARTNER EVALUATION
Partner evaluation has become an important sub
ject in our profession even though some firms are
hesitant to implement such a program. This appre
hension is understandable because partner evalu
ation is a difficult, frustrating and time-consuming
process and is never done to everyone’s satisfac
tion. Yet, a partner evaluation program is virtually
a necessity if a firm is to grow and prosper.
Why is it that important? Ours is a personal
service profession. We are in the people business
100 percent, and our people’s performances are
the controlling factors in our firms’ successes.
Partner evaluation should
□ Contribute to a partner’s personal and pro
fessional growth and development.
□ Enhance communication within the firm.
□ Provide a basis for changing relative income
levels of partners.
We are all constantly changing. We are not just
static human beings—we are human becomings—
and the ability to recognize our shortcomings and
overcome them enables us to improve. An evalua
tion by others can force us to take a look at our
selves and help us gain a better understanding of
our relationships with others. Evaluation is gen
erally considered necessary for our staff people.
How can we do less for our partners?
Helpful, candid discussions between partners
are not necessarily automatic within a partner
group. The adoption of a partner evaluation pro
cess represents a commitment to give thoughtful
and diplomatic critiques of other partners’ per
formances and to accept the input of others as a
valuable and beneficial asset. It is a reciprocal
process of interaction which can open lines of
communication which might otherwise remain
closed.
There is no one method of evaluation that is best
for all firms. The size of the firm, the degree of
management sophistication, personalities of the
partner group and objectives of the process as
perceived by the firm are some of the factors
which influence the methods that will be most
beneficial.
Partner evaluation is not a panacea. The objec
tives of the program, as adopted by the firm, must
be clearly understood and accepted. The resulting
change in partner income levels may not be uni
versally agreeable to all partners and, in fact, the
process requires a mature group of partners if the
potential benefits are to be reaped. Therefore,
carefully assess the rapport and maturity of your
partner group before moving into the program
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because imposing partner evaluation on a partner
group that is not psychologically ready to accept
it could be more destructive than beneficial.
Advance preparation is very important to the
success of the program. In addition to available
objective data, the partners should supply written
information about involvements and activities
that are not clearly visible to others, and should
establish both short- and long-range goals. The
evaluation of partners by their peers should also
be in writing.
The actual evaluation might be a one-to-one
meeting with the managing partner or with a
larger designated group (e.g., the executive com
mittee or even the entire partner group in small
firms). The partner being evaluated must be pre
pared to accept the perceptions of others, and
adequate time must be provided for each partner
to react and interact.
Goal-setting is an important part of the pro
gram. In setting goals, major objectives should be
defined, as should the specific methods proposed
to accomplish them. These should be individual
goals, not those of the firm. However, they must
be compatible with firm objectives, should be
relatively few in number and should be attainable.
The process also has an important by-product
in that it forms a basis for adjustment of income
levels. Certainly, we are all interested in the level
of our personal incomes and its relationship to the
income levels of other partners in our firms. Our
incomes involve our egos, our standards of living
and our job satisfaction.
Typically, partnership income is allocated
based on several factors, some of which are spe
cifically calculable by formula. In our firm, the
first allocation of income is a return on capital
(tangible and intangible) to compensate partners
for their proprietary interests. This allocation has
a predetermined formula. The balance of the in
come is considered to be for partners’ services.
Partner evaluation results in a. judgment concern
ing relative contributions to the firm from the
services of the partners. Therefore, only that por
tion of a partner’s income should be considered
in this process.
The changes in relative income levels must be
based on the judgment of the persons to whom
this responsibility has been delegated (e.g., the
executive committee, a specially elected compen
sation committee or, in the case of small firms,
the entire partner group).
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Most firms have a significant amount of objec
tive data available relative to partners’ perform
ances. The following are some examples of data
frequently used for general service partners.
□ Client volume supervised.
□ Promptness in converting services to cash
(billings and collections).
□ Adjustments from standard fees.
□ Total number of hours worked.
□ Number of chargeable hours worked.
□ New clients brought into the firm.
□ Client terminations clearly resulting from
matters within the partner’s control.
These types of objective data are important, but
there is a danger in giving them too much empha
sis. To do so can encourage actions for the sake
of statistics which might actually detract from the
overall contribution of a partner. For example,
too much emphasis on chargeable hours might
discourage delegation to staff, thereby limiting
opportunities for staff to develop.

Some other factors involved in a partner's con
tribution which, although less measurable, might
be far more important, are
□ The ability to develop and motivate people.
□ Leadership qualities.
□ Input of ideas which develop and strengthen
the firm.
□ Commitment to total firm concept.
□ Support of the firm, its management and
objectives.
□ Respect for partners and employees.
□ Respect of partners and employees.
□ Respect in the profession.
□ Involvement and respect in the community.
□ Integrity and stability.
Partners are the most important people in a
firm—its success depends on them. If the evalua
tion process assists in their personal growth and
development, it will also improve the firm.
-by Rholan E. Larson, CPA
Minneapolis
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Ours is a personal service profession, and the suc
cess of each firm is controlled to a considerable
degree by the performances of its people. The ability
to recognize and surmount shortcomings enables us
to improve our performances. An evaluation by oth
ers can be helpful in this respect.
For example, candid discussions between part
ners are not necessarily automatic, and there may
be hidden problems in a partnership that an evalua
tion process can bring to the surface. The adoption
of a partner evaluation program represents a com
mitment on the part of all partners to give and
accept critiques as mutually beneficial, and many
firms find that it can open lines of communication
which might otherwise remain closed.
No one method of evaluation is best, or even suita
ble, for all firms. The method should depend upon
circumstances—the size of the firm, the number of
partners, and the diversity or similarity of their
ages, experiences, and longevity with the firm. The
firm's management style and the objectives of the
process should also be considerations. Whatever

losophy and objectives is basic. In addition, a
partner is expected to be innovative and to have the
ability to make changes and improvements for the
better, rather than merely react to others.
Partners are also expected to effectively direct
and evaluate staff, diagnose the needs of clients,
expand services to present clients, and attract new
ones. In addition, they should bill and collect
promptly with only minor adjustments from stan
dard rates.
These expectations can be contrasted with the
minimum requirements for becoming a manager.
That position also includes individuals who can
effectively perform existing services for present cli
ents (including managing staff assigned to such
engagements). This ability is important but in itself
does not justify promotion to partner.
A firm's philosophy and objectives must be
defined and periodically reassessed to assure that
there is common agreement among the partners as
to its mission and goals. Partners must know what is
expected of them, what will be deemed exceptional

form the evaluation process takes, the discussions

performance, and what will be unacceptable in

should always be honest, helpful, friendly, and
empathetic. Partner communication is the key.
In reality, the evaluation process begins with the
criteria you have established for admitting partners
to your firm. Demonstrating technical competency,
honesty, integrity, dedication, administrative abil
ity, and support and loyalty to the firm and its phi

terms of the firm's value system. Then, partners
must be rewarded for results, not just for activities.

Purposes of the evaluation process
An evaluation program has two purposes. The first,
as just described, is to improve partners perfor
mances. The second purpose is to allocate firm
income.
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Generally speaking, a CPA firm's net income
results from the use of the following resources:
□ Tangible capital. This is becoming more impor
tant as the profession becomes more capital
intensive. We pay 10 percent annually as a return
on the tangible capital balances that each partner
has in our firm.
□ Intangible capital. This is the value attributed
to clients developed over the years who provide an
ongoing need for services. Usually, partners who
have served the firm longer have contributed
more toward the accumulation of clients. Lon
gevity, therefore, is typically a factor in the
income attributed to intangible capital. Our part
nership agreement includes a formula for valuing
the intangible capital of the firm, and allocates
that value to the individual partners. A fixed re
turn of 10 percent is paid annually to partners for
their allocated portion of the intangible capital.
□ Personal services ofpartners and employees. His
torically, the return on tangible and intangible
capital together comprise about 20 to 25 percent
of our total firm income. The balance is allocated
to partners as compensation for their services.
This is the only portion of firm income allocated
through the evaluation process, since the return
on tangible and intangible capital is based on a
fixed formula.
A look at the evaluation process in our firm
In our firm, the information resulting from the eval
uation process is used during the subsequent year in
follow-up sessions between the managing partner
and individual partners to identify ways in which
their performances can be improved. It is essential
that the evaluation process be fair and conducted
with integrity if it is to gain the support of the
partner group. Otherwise, poor performers will be
protected and above-average performers will be dis
couraged.
An effective, flexible evaluation program must be
developed by the firm’s leadership. In our firm, the
managing partner, with the counsel and con
currence of the board of directors, has the responsi
bility for designing and developing such a program.
Even though we consider available objective data
in arriving at our conclusions, the process is still
subjective; therefore, the annual allocation of
income between partners is not infallible. It is our
goal to compensate a partner fairly over his or her
entire career with the firm. So while we attempt to
adjust incomes equitably on an annual basis, we
encourage partners to think about their contribu
tions and relative share of income over the longer
term. If it appears that a partners performance is
significantly out of line with income, the full adjust
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ment might be made over a two- to three-year
period to be sure the change in performance is ongo
ing.
If a partner's performance is considerably below
the firm’s expectations, both partner and firm must
make sincere, innovative efforts to identify and
overcome the problems. Then, if all efforts to
improve the situation fail, the managing partner
and the partner involved should work together to
determine whether there is a better alternative for
an ongoing and productive career elsewhere.
Listed below are some of the factors our firm
considers in evaluating the contribution our part
ners make to the firm:
□ Being a team player.
□ Technical abilities and specialties and the
effective use of those abilities with clients, as well
as for in-firm consulting.
□ Marketing results—ability to provide addi
tional needed services to existing clients, as well
as to attract new clients.
□ People skills and supervisory abilities.
□ Business acumen.
□ Ability to effectively manage client engage
ments.
□ Flexibility (adaptability to change).
□ Communication skills.
□ Creativity.
□ Level of commitment to the firm. (In assessing
this, we consider total recorded hours and total
chargeable hours, but also consider other evi
dences of commitment, which may be more
important.)
□ Practice management abilities.
□ Ability to effectively convert services to cash
(billings, collections, and adjustments from stan
dard).
In considering these factors, we tend to look for
results—not just activity. However, the results from
some activities are not always evident within the
year, and so the process is not solely results-ori
ented.
Applying the process
Each year, we prepare a statistical summary of each
partners performance over the last five years. The
summaries, which are available for consideration
by the board of directors during the process, include
the partners’ forecasts of their hours for the coming
year and the following historical data for each part
ner for the previous five years:
□ Annual net billings supervised.
□ Percent of adjustment from standard rates.
□ Write-offs of uncollectible accounts.
□ New business volume (estimated annual fees
from new clients).
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There are a number of questions firms
should consider as they develop partner eval
uation programs. For example
Should the process allocate income pro
spectively or retrospectively? Some firms allo
cate at least a part of their income at the end of
the year by looking back. In our firm, we evalu
ate performance retrospectively and allocate
units based on conclusions about relative per
formance. The result of that process is then
used to allocate income for the next year. This
is consistent with our emphasis on fair alloca
tion of income during the entire career span.
Who should have the authority to evaluate
and allocate income? In our firm, the board of
directors has this authority. In other firms, it
may be the entire partner group or a separate
evaluation committee.
Should the conclusions be based on subjec
tive or objective criteria? While we do develop
a significant amount of statistical information
that the board of directors uses during the pro
cess, we believe that an excessive emphasis on
chargeable hours, for example, can be coun
terproductive since it discourages other pro
ductive activities. We obtain confidential,
written, subjective evaluations from other
partners (as well as self-evaluation informa
tion), and this information, together with
available objective data, is used in coming to a
subjective conclusion about the relative con
tributions of the individual partners.
Should the managing partner have a strong

□ Terminations (estimated annual fees of termi
nated clients).
□ Chargeable hours.
□ Total hours.
□ Annual income.
In addition, each year, the partners are invited to
submit information about their activities that is not
generally apparent. Then, every second year, the
board gathers input from partners about the perfor
mances of their peers. The board uses this informa
tion in its discussions of partners performances—a
process which typically takes about two days each
year.

role in the process? Our managing partner is a
member of the board of directors. Another
member of the board is appointed annually to
be the chairperson of the evaluation process,
however. The managing partner has ongoing
involvements with individual partners and
has significant knowledge about their contri
butions to firm income. The board solicits the
managing partners views on partner perfor
mance, but these opinions are not overriding.
As the firm has grown, input from office PIC’s
about the performance of partners in their
offices has become an important factor.
Is it ever appropriate for all partners to
have equal incomes or for certain groups of
partners to have equal incomes? It may be
appropriate when two people first go into prac
tice together. Over time, however, it is unlikely
that two people will demonstrate equal abil
ities or desires to contribute to the success of
the firm. In our firm, each partner is evaluated
on the basis of individual performance.
What is a realistic spread between the high
est and lowest incomes? It depends on a
number of factors, including individual abil
ities and commitment, and the firm's philoso
phy with respect to partner admission. In
many mid-size firms (10 to 50 partners), the
income of the highest-paid partner is four or
five times that of the lowest-paid partner. We
find that people are more concerned with their
relative income positions rather than with
absolute numbers.

Again, it is important to emphasize that there is
no one formula or method that is best for all firms.
Each firm, however, should develop a program that
will be perceived as fair, so that it will be accepted
and supported by the partner group. Carefully
planned and orchestrated, the partner evaluation
process has the potential to be an excellent vehicle
for developing partner communication and motiva
tion, and for developing more cohesiveness within
the partner group. [7]
—by Rholan E. Larson, CPA
Minneapolis, Minnesota
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SOME MORE THOUGHTS ON PERSONNEL EVALUATION
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If people are to develop into future leaders of a
firm, they must understand what they are doing,
the reasons for it and what the rewards are for
doing it well. Evaluation is a counseling process
and one of the ways a firm can motivate its people
to perform to the utmost of their abilities.
Partner Evaluation

Though partner evaluation is very important, it
is a much neglected part of accounting practice
management. And while many firms have set up
formal programs for evaluating their administra
tive and professional staff, the partners have not
established similar procedures for evaluating
their peers.
Quite often, partners' performances are evalu
ated at the firm's annual meeting where the dis
tribution of profits is determined with the strong
est partners garnering the lion’s share. Instead
of this practice, it is strongly recommended that
a formal program of partner evaluation be con
sidered.
The program should contain eight basic cri
teria. These form the basis of the guidelines for
self-evaluation and, depending on a partner’s spe
cific specialty or responsibility, one or more cri
teria may be predominant in performance evalua
tion.
The criteria, in no particular order of impor
tance, follow.
□ Practice management includes the effective
ness with which a partner handles the firm’s
clients, performs audits within the budget
and sends out bills and collects receivables
on a timely basis.
□ Technical proficiency relates to the partner’s
accomplishments in keeping abreast of cur
rent accounting and auditing pronounce
ments, FASBs and other bulletins, and in
maintaining the strict quality control stand
ards outlined in the firm’s procedures
manual.
□ Practice development measures a partner’s
ability to bring in new clients and expand
the services offered to existing ones. A part
ner who is particularly effective in practice
development should be encouraged to spend
more of his time in this area.
□ Staff relations gauge a partner’s success
in developing staff and in training, counsel
ing and motivating those under his super
vision and in keeping morale at a high level.

□ Personal development recognizes a partner’s
communication skills, ability to delegate, re
lations with fellow partners, maturity, gen
eral appearance and the standard he sets
as a partner of the firm.
□ Professional development relates to a part
ner’s activities in state societies and the
AICPA. Membership and direct participa
tion on committees would attest to his be
ing a fully rounded partner.
□ Community activities consider a partner’s
involvement with civic, church and social
organizations which help create an aware
ness of the firm and the quality of its per
sonnel.
□ Support of the firm relates to a partner’s
support of the firm’s decisions, participa
tion in partner’s meetings, effectiveness in
communicating the firm’s position to the
staff and, in general, being a team member.
None of us can fit all of the criteria to a one
hundred percent degree. Partners should recog
nize this and try their best to operate at as high a
level within each of the categories as possible.
It is a good idea to start an evaluation program
on an annual basis. Then, if it is found to be
effective and a more frequent evaluation is de
sired, changes can be instituted. In some firms,
the evaluation is done on a semiannual basis with
the midyear evaluation being more of a summary
type review.
A self-evaluation form should be used by the
partner being evaluated, but only where guide
lines have been set up so that he knows what is
expected of him and can rate himself accordingly.
The evaluating partner, which in most cases
will be the managing partner, can discuss with
the partner being evaluated any criticisms by his
peers. This will help convince him that the opin
ions expressed are not just those of the managing
partner.
While the partner being evaluated is filling out
the self-evaluation form, the other partners should
complete a similar form evaluating him. This
should then be forwarded, anonymously, to the
evaluating partner for review and use during the
discussion.
The evaluation procedure is usually conducted
on a one-to-one basis, though sometimes in larger
organizations another partner, such as the tax
partner, sits in if the person being evaluated works
directly under his control. In any event, the eval
uation interview should be structured as a coun
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seling session with constructive recommendations
being made at the end of the meeting.
Partner evaluation may also come about
through: negative criticism from clients, such as
their asking for a change of partner on the ac
count; loss of the account; or poor management
reflected in slow collection of accounts receivable.
A partner should be rated on the way he relates
to clients and staff and on the way he manages
his practice (it should be as though it were his
own firm). This enables each partner to be rated
equally with regard to his responsibilities.
Goal setting offers a challenge for the partners
to improve both their compensation and their
status within the firm and enables them to meet
the criteria that the firm expects of them.
Most people respond to challenges and perform
better when they have set goals by which to judge
themselves. The goals should be mutually agreed
upon by all of the partners. Then, everyone knows

REWARDING EXCELLENCE
Partner satisfaction and motivation relate direct
ly to the success of a firm and, consequently, are
two of the most critical areas of practice manage
ment. Finding out what it takes to satisfy and
motivate partners and fulfilling both of these
needs is a difficult but very necessary job for the
managing partner.
Dealing with the firm’s owners is a delicate
task if the results are not to interfere with per
formance. One has only the firm’s earnings with
which to work, and how these earnings are dis
tributed will determine whether partners are sat
isfied or dissatisfied, which contributes to whether
or not they are motivated to perform well. What it
may come down to is “return on equity’’ versus
“compensation for performance.” Or put another
way, should the partner with the most money in
the firm receive the biggest cut of the firm's earn
ings?
There is a need to recognize and reward excel
lence — the standard for excellence being the top
performer in the firm. However, the economic
needs of the firm must not be overlooked in the
process. You have to make various investments
for the future of the firm.
For example, there is the cost of the office facili
ties and equipment to consider; provisions must
be made for obtaining and training staff people;
and, of course, the firm will require adequate
working capital. In addition, the firm image will
be better supported if all partners are adequately

what is expected and all can work together toward
a common goal.
As is the case with staff people, it is better that
the partners have separate evaluation meetings
for performance and compensation. If money is
the topic, very little else of the conversation is
retained. Also, it is more effective to discuss
monetary matters at a meeting where the criteria
for awarding additional compensation can be dis
cussed and a decision can be reached as to whether
the partner is being adequately compensated.
It is imperative that partners be given authority
as well as responsibility if they are to perform
well, to grow and to achieve the goals that have
been mutually set. And, it is up to the managing
partner to see that all partners operate with the
responsibility and authority delegated to them.
—by Martin M. Prague, CPA
Orlando, Florida

September 1980
compensated. There is little doubt, also, that a
good compensation plan will help in attracting the
best candidates for partnership, because this will
carry significant weight when candidates are mak
ing decisions. A strong compensation package will
help glue the firm together during loss of a big
client or other setbacks.
As well as having general needs and desires,
partners have specific ones. Take, for example,
the needs of founding partners. The fact that a
successful accounting firm has been started and
continued often dictates recognition of the found
ers by their fellow partners. Such recognition will
usually follow the route of higher earnings alloca
tions. Don’t other partners owe them something
for providing continuity and contacts with the
community? Then, what about the special needs
and desires of new partners? Promotion in itself
is recognition and reward; however, it shouldn’t
stop there. If for no other reason, they have now
assumed a level of risk in their work that should
qualify them for more compensation.

The problems relating to partner compensation
Do you relate the rewards to the top performer in
the firm or the average one? Are all partners really
equal? The term “partner” does not in itself de
note equality. It is possible that all partners could
be considered equal if they complement one an
other in their various talents. However, you still
have to consider the differences in partners’ needs
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and motivations. Remember, too, that treating all
partners as equal can be discouraging to the per
former and can provide a cushion to the non-per
former. The final, and perhaps most difficult, prob
lem is determining what is fair compensation.
Fair compensation can be defined as the amount
of earnings that rewards performance levels
which meet or exceed predetermined criteria. This
means that if you want to ensure that partner com
pensation is fair, you will have to establish your
firm’s criteria for excellent performance. Partner
evaluation can serve as the firm’s measuring stick
for performance.
You should be prepared, once evaluation is initi
ated, to relate the results of such evaluations to
compensation so that a partner’s worth to the
firm is reflected in what he or she receives. If
your evaluation program is running successfully,
relate it to an adjustment in compensation. Avoid,
if at all possible, injecting a return on capital as
part of the compensation package. If it is a con
sideration, make sure partners know the differ
ence between the two.
Commensurate with the normal internal pres
sures for higher compensation, there will be ex
ternal pressures such as those caused by inflation
and by the desires of partners to improve the qual
ity of their lives. You might also experience raids
by private industry on the ranks of the profession
with offers of substantial increases in pay. Per
haps it is impossible to eliminate this threat;
however, a fair compensation plan cannot en
danger the firm’s appeal. Your firm may have to
address the question of the security of the part
ners, especially new partners, by way of guaran
teed minimum earnings for these partners.
One last point associated with rewarding part
ners is the pitfall you may encounter in the area
of relating retirement to compensation. Quite of
ten, retirement payments are directly associated
with compensation paid just prior to retirement.

The solution: an acceptable compensation plan
The key element in developing an acceptable and
successful plan is to keep it simple and to make
sure that its objectives are understood. The more
complex the plan, the more problems are likely.
The plan must be documented with the basic
concepts incorporated into the partnership agree
ment. Keep the plan flexible, however, and do not
be afraid to change it as the firm’s philosophies
and goals change.
The various aspects of the partner compensa
tion plan can be established at different times
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during the firm’s year. For example, at the begin
ning of the period, the evaluation criteria should
be established as well as the amount of partner
draws. At the end of the period, such factors as
subjective and objective evaluations and special
rewards for unusual service can be determined.
Components of compensation often involve sal
aries, some form of incentive, and a share of the
remaining earnings. Salaries should not neces
sarily be equal for all partners. Differences, al
though small, may be advantageous. The incen
tives can be determined in a multiple of ways.
They can be based on net earnings, new growth,
client retention, client responsibilities and firm
wide management responsibilities, just to name
a few criteria. The remainder of earnings, if any,
to be divided among the partners is often based
on some unit or share arrangement or, possibly,
on an equal basis.
Following are seven partner compensation
plans that are presently being used by CPA firms.
While they don’t represent all existing plans,
they demonstrate the broad considerations that
are often utilized by practicing CPAs in this area
of management.
-by Gary J. Wolfe, CPA
Charlotte, North Carolina
Exhibit 1
Local firm

Tiers of compensation
Tier 1 — Partners’ salaries
Determined by partners.
Based on conservative salaries that could be earned
elsewhere (within the immediate area).
Range: $26,000 — $36,000 (current range).

Tier 2 — Return on investment
Ten percent interest on accrual capital accounts
(partners' capital accounts).
Tier 3
Six percent on the average cash collections (during
the year).

Note: As new partners are added, the interest on the
increase in the year of admission is divided equally.

Tier 4
Divide the remaining profit by the ownership ratio.
Exhibit 2
Local firm
Partners' salaries
Unequal in amount.
Salaries are converted to an hourly rate, and the prin
cipal is paid for the number of compensational
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hours worked. (This partially resolves arguments
about who is working the hardest.)
Partners’ compensation
Compensation is a direct result of a partner evalua
tion process based on the attainment of specific goals
established at the beginning of each year. The execu
tive board reviews the partner’s performance in re
lation to these goals and considers subjective evalua
tions by the managing partner and the local office
partners. This process occurs at year-end, and the
partners do not know what they will receive until
after the board completes this process.

Exhibit 3
Regional firm
An executive committee, consisting of three partners,
meets and sets partners’ compensation, including
percentages of ownership that are to be transferred
for the upcoming year. At a subsequent partners’
meeting, all partners review these recommendations
and have the right to disapprove or change them
without the partner in question being present.
Exhibit 4
Regional firm

Tiers of compensation
Tier 1 — Partners’ salaries
Determined by the executive committee and ap
proved by a majority of the voting interest of
equity partners.
Equal salaries.
Minimum of $15,000 salary for each partner.

Tier 2 — Return on investment
Ten percent per annum on cash capital contributed
as of the first day of the partnership’s fiscal year; also
entitled to a return at the rate of 10% per annum on
any approved loans to the firm.
Tier 3
Receives $1,000 as a return for each unit of ownership
owned at the beginning of the fiscal year.
Tier 4
Each partner and principal will be entitled to receive
any special distributions authorized by the executive
committee.
Tier 5
Each partner and principal is entitled to receive
$1,000 for each income unit he owns as of the first day
of the fiscal year.

Tier 6
Balance of the annual net income is placed in an in
centive pool to be allocated among partners and prin
cipals upon the recommendation of the executive
committee and the approval of a majority of the vot
ing interest of partners and principals.
Note: In the event that income is not sufficient to
cover allocation through all tiers, the allocations be
come inoperative in reverse order.

Exhibit 5
Local firm
Distributable income plan
1 Allocation is made first to amounts owing to for
mer partners, estates of deceased partners, and es
tates of deceased former partners.

2 Partners’salaries
Recommended by the executive committee.
Each salary is voted on separately by the partners
and upon affirmative vote of a majority of the part
ners shall be established as a partner’s salary for
one year.
If the salary is not approved by a majority of the part
ners, the executive committee shall redetermine
the salary based on guidance from the partners.
This redetermination is final, and no subsequent
approval by the partners is required.
3 Remaining profits, called residual profits, shall be
allocated on the basis of units of interest with each
unit receiving an equal share. Losses are shared in
proportion to the salaries earned.

Note: Net income is computed on the accrual basis
of accounting with unbilled time valued at 85% of
the actual charges at standard rates in effect. Also,
interest, at a rate determined by the executive com
mittee each year, is paid to each partner on his aver
age capital account balance.
Exhibit 6
Local firm-professional corp.

The base allocation level of compensation for share
holders is the sum of the actual total compensation
of all shareholders for the fiscal year immediately
preceding the fiscal year in which the most recent
shareholder acquired his stock. Funds available in
excess of the base are allocated equally.

Exhibit 7
Regional firm
Tiers of compensation
Tier 1 — Partners’ salaries
Determined by the executive board — no approval by
partners is needed.
Equal base salaries (except partner-in-charge of of
fice receives approximately 10% more).
Minimum salary dictated by partnership agreement.

Tier 2 — Incentives
Small salary paid based on units owned (could be
construed to be a return on cash basis capital).
Contingent salary paid to partners in local office
based on lower of cash or accrual basis profits (ad
justment allowed on cash basis profits to offset po
tential growth penalty).
Twenty percent (20%) of local office earnings divided
among local partners — executive board approves
incentive split.

Tier 3
Special incentive distributions authorized by the ex
ecutive board.
Tier 4
Balance of earnings to be distributed based on unit or
share ownership.
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PARTNER COMPENSATION AND MOTIVATION
Few areas of practice management can generate as
much discord among partners as that of partner
compensation. Firm profits are, obviously, the result
of many factors, with partners making contribu
tions in many areas. A firm's compensation agree
ment must take these factors into consideration, be
flexible enough to recognize partners changing con
tributions to its success, and encompass procedures
for determining each partners income.
In any subjective evaluation there is always the
risk that partners will try to augment their incomes
by increasing their responsibilities in areas they
think will be most noticed or compensated. We all
have to decide how each person can be most effec
tive within our firms. Similarly, all capital contribu
tion plans and compensation methods must be
tailored to the needs of our own firms. Ideas, such as
those in the following paragraphs, can only be the
beginning of a workable plan—ideas on which to
build.
During the past several years, we have seen pro
found changes in our practices, staff, competitors,
clients, and economy.
The emergence of the microcomputer, for exam
ple, is a major challenge to the working style of
anyone concerned with decision-making oppor
tunities. We CPAs must be innovative if our firms
and profession are to survive. Increasingly in the
future we will need expertise in such areas as busi
ness advisory services, profit planning, and cash
flow and operational reviews.
The major emphasis in practice used to be on
chargeable time, with a low-key approach taken
toward interpersonal relationships. Firms now need
to be marketing-oriented, and also need to strike a
better balance in available hours for civic duties,
social activities, and professional development. In
the future, advancement and reward will be
increasingly based on an individual's ability to
attract new clients and expand services to present
clients as well as on his or her ability to maintain
technical and business advisory skills.
In the past, local firms were labor-intensive, and
compensation was often based on "points" or
"percentage.” Firms will be capital-intensive in the
future, and compensation plans will need to be
structured to reward producers.
Performance evaluation guidelines
Partner evaluation is one of the most difficult, frus
trating, and time-consuming processes in a local
CPA firm. Yet, a partner evaluation program is vir
tually a necessity if a firm is to grow arid prosper.
The purpose of such a program should be to provide
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information that can be used to improve partner
performance and to provide a basis for changing
relative net income levels of partners based on their
service performances.
Failure to evaluate is a lost opportunity to moti
vate partners. The process must be conducted with
integrity, however. If not, the above-average per
formers will be discouraged. Keep in mind, too, that
while objective criteria are used, the process is still
a subjective one.
There is no one method of evaluation that is best
for all firms. Firm size, partner personalities, and
the objectives of the process will influence the meth
ods chosen. Nevertheless, there are questions all
firms must consider. These include whether income
determination should be prospective or retrospec
tive, who should be in the evaluation group, whether
the conclusions should be based on subjective or
objective criteria, what the spread is between the
highest and lowest incomes, and what the managing
partners role is in the process.
Evaluations help us to understand our relation
ships with others, and to recognize and overcome
our shortcomings. Candid discussions are not
always automatic among partners, although evalua
tion is generally considered necessary for staff. The
adoption of a formal partner evaluation program
represents a commitment to accepting such cri
tiques as being beneficial.

Partner counseling
The goals of partner counseling are to provide hon
est communication and suggestions so that partners
will better understand their roles within the firm,
and to explore their expectations, levels of achieve
ment, and interests. Some hints for handling the
couseling session are to define your approach and
objectives and to be prepared—that is, to review all
evaluations and records that have spotlighted the
need for counseling.
Find out what the partner wants to talk about and
listen carefully. Listening is particularly important
because the input, on which the success of counsel
ing depends, can only come from the person being
counseled. Ask open-ended questions and listen for
the opportunity to enter new areas of enquiry. Docu
ment and summarize the results at the end of the
session and arrange to meet again.
Don’t try to accomplish too much at an initial
session, particularly if the partner is hesitant to
accept unwelcome facts. Instead, consult with other
selected partners; then meet the partner being
counseled again and agree on a plan to accomplish
the goals. Document the results of this meeting and
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the agreed-upon plan, and make sure to follow up.
There are some key factors that should be evalu
ated during the sessions. Each partner should sub
mit information regarding his or her activities and
performance in the areas of practice development
efforts and results; billings (frequency, adjustments,
and collections); staff recruitment, utilization, eval
uation, and development; client service and man
agement; adherence to firm policies; practice
management abilities; business acumen; technical
specialties; communication skills; and creativity
and flexibility.
At the conclusion of these sessions, agreement
must be reached as to the primary objectives of the
firm, how the partner is expected to contribute to
the firm, the partner's position on the team, and how
well that position is being filled.

Capital requirements
In single-entity partnerships, all partners have an
interest in earnings on a firmwide basis, although
the amount of earnings and contributed capital may
vary from partner to partner. In the past, capital
was mainly needed to fund unbilled time and
receivables. Capital requirements could be light
ened with stepped-up billing and collection efforts.
Today, the need for financing is greater. Continued
changes in office technology require larger invest
ments. New capital is required for computer hard
ware and software and for other product
developments.
Partners must agree on the methods to be used in
determining their relative interests in partnership
capital, methods such as fixed amounts, percent
ages, and units of interest. There is also a need to
discuss the effect on capital requirements of merg
ers, new partners, and what, if any, interest should
be paid on capital contributions and loans, and
charged on capital deficiencies.
Compensation methods must be tailored to the
individual firm's needs, and partners must under
stand the allocation procedures. Not only must they
understand the procedures, however; partners must
also have a voice in the method of allocation, if
compensation is not to result in dissatisfaction.
Partners must believe that they are being compen

sated fairly in relation to other partners, and, of
course, the firm must generate sufficient profits if
good people are to be retained. Compensation alone
won’t motivate partners. Responsibilities and
recognition for contributions to the firm’s profits are
needed, and there is value to the firm in having the
managing partner motivate other partners to
achieve agreed-upon goals, too.
Essential elements of a compensation plan
A firm’s compensation plan must be flexible enough
to allow partners to be rewarded for a specific out
standing effort on a one-time basis. It should be
clear, however, that the reward is for the particular
achievement and is not part of regular com
pensation.
Integrity is most important. Partners must be sat
isified that there is a means of rewarding perfor
mance and that they have a say in the allocation of
profits. There must be a clear understanding of indi
vidual and firm goals and a partner's expected con
tributions to overall firm profitability. There must
be accountability for performance, and for nonper
formance as well.
Factors to consider in a compensation plan in
clude a partner's capital contribution and those con
tributions based on an individuals talents, such as
technical abilities, staff and practice development
efforts, and management and administrative respon
sibilities. In most cases, equal weight will be given
to each factor, but short-term contributions should
be weighed in light of long-term considerations. Two
compensation attitudes that should be avoided are
having no changes from year to year, and having
changes directed toward eventual equality.
Although financial reward is but one of several
means of motivating individuals so that their
behavior is directed toward attaining the organiza
tion’s objectives, it is one of central importance.
Numerous benefits accrue to firms partnered by
motivated individuals, and a thoughtfully struc
tured and carefully administered partner-compen
sation policy can be a primary factor in creating
such a firm.
—by Lowell A. Baker, CPA
Cleveland, Ohio

LETTER TO THE EDITOR (PARTNER COMPENSATION AND MOTIVATION)
Reading Mr. Bakers article on partner compensa
tion and motivation in the October issue prompted
me to think about the subject, particularly about
how often changes should be made in compensa
tion. It is my belief that it is better to err on the side
of too frequent compensation reviews, rather than
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too seldom. I really can't see any reason for not
doing this annually.
In order to have the new compensation in effect at
the beginning of the year, I suggest that the reviews
take place at the end of the ninth month of the firm's
fiscal year. Partners should submit reports of their
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evaluations for the nine months of the current year
and the last three months of the preceding year.
The reports should include details of each part
ner's personal billings—total revenue of accounts
serviced, write ups, write downs, bad debts, adjust
ments, clients gained and lost (and why), along with
the fees involved. Total hours should also be
included, and unbilled hours accounted for. Using
microcomputers, it should be easy to account for
unbilled time by specific category, such as recruit
ing and public relations activities.
An important part of these reports is the partner's
goals for the upcoming year, and an accounting of
whether the previous year's goals were met or not.
Knowing that their plans and objectives will be re
viewed the following year to see how well they were
carried out is a good way of keeping people on track.
As I see it, there are three essentials concerning
partners' compensation. The easiest part is interest
on capital. I think the best method is to credit part
ners with interest at current rates on their average
capital balances. One way to establish the rate to use
would be to ask the loan officer at the firm's bank
what rate the firm would have to pay on a one-year
unsecured note.

PARTNER COMPENSATION
It is a rare practice management conference that
does not generate at least one question on partner
compensation—a topic almost guaranteed to cause
disagreement among partners. During such discus
sions, I am often asked the question, "Isn’t there a
standard formula for determining partner compen
sation?" My answer is always the same, "No!"
While it is true that there are a number of forms
and formulas in existence which can be helpful in
figuring a partners earnings, I don’t recommend
using them because each firm and each partner is
unique.
I suggest you relate partners’ compensation to the
buying or building of a house. Rarely do you find a
ready-built home that is just perfect for you. It
seems to suit you, but it is always better after you
make those small adjustments: re-carpet, re-drape,
paint, build room additions, plant a new lawn, etc.
The same is true of existing compensation plans.
If you build your own home from scratch, you
start with a set of plans—ones already drawn or
drawn just for you—and again comes the adjust
ment. You add a room, knock down a wall, change
this or that, or make other compromises. Once you
finally move into the home, you are again faced with
the prospect of fine tuning—painting, carpeting,
etc.—whether the house is prebuilt or custom-built.
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Salary should be based principally on personal
effort—billings, administrative time, overall hours,
public relations activities and so on. The share of the
profits after salaries and interest expense on capital
should be determined by the partner’s overall con
tribution to the firm's profits. All other things being
equal, I believe that if a person accounts for, say, 44
percent of the firm’s revenues for the year, then it is
reasonable for him or her to receive the same per
centage of the profits.
All of this is rather off on a tangent. I really just
intended to emphasize the need for frequent salary
and compensation reviews rather than concentrat
ing on formulas for setting compensation. There is
no doubt in my mind that this will bear fruit in
keeping people doing their best. It is just too
easy for everyone to get in a rut, otherwise.
Regarding motivation, I can only add a few words:
A well (or fairly) paid partner will need a lot less
motivation than one who does not receive a fair
share of the firm’s bottom line.
—H.W. Martin, CPA
Rome, Georgia
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So it is with partner compensation plans. Once
one is put into action, it is subject to constant
change to get the desired results—to make every
body as comfortable and happy as possible. There
has to be an understanding that as people change,
the process or plan to make them happy will also
have to change.
Why not develop your own plan for compensating
partners with the mechanism for periodic review
and change built in? Start with a list of objectives
that you are trying to accomplish. Devise a way to
delegate those objectives among your partner
group, assigning levels of importance to each of the
objectives you are trying to accomplish. You should
understand that this is a difficult task and that like
all difficult tasks, the most important part is to get
started. The more you do it, the better you will be at
it, although it is possible that you might need some
outside help from time to time.
I consider these three ingredients a must for any
effective partner compensation plan:
□ A base pay that is equal to the amount each
partner is capable of earning if he or she were
performing the same duties elsewhere. This
amount may be found by consulting colleagues,
placement firms or professional organizations.
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□ A fair return on invested capital. Figure your
equity on an accrual basis, and realize that you
are in a high-risk business.
□ A method for recognizing and rewarding extra
ordinary effort. This would be performance over
and above the day-to-day goals and objectives that
were agreed to at the beginning of the year by all
the partners. It is generally easy to recognize
these efforts because they result in extra "bottom
line” or some other noticeable improvement in
the firm.
You should also recognize that any compensation
is a reward for the accomplishment of any preset
and then completed task. Assuming that is so, it
should be relatively easy to develop the plan for your
firm, the goal-measurement system to track your
progress, and the compensation system that reflects
what a particular job is worth.
As you proceed with your custom plan, take the
following items into consideration:
□ The more the bottom line, the easier it is to
satisfy all the partners.
□ You will get better and better the more you do

this, but perfection will probably never be
attained.
□ Not all partners are equal, nor will they neces
sarily be consistent in their performance or rela
tionship to one another from year to year.
□ Rarely if ever does the easy way—dividing the
bottom line equally among the partners—work.
□ The plan should be fair to all and attempt to
encourage all partners to do whatever they do
best.
Set aside some shirtsleeve work sessions for all
the partners and start your partner compensation
plan by listing the firm objectives and tying these
objectives into the firm budget. Allow plenty of time
and encourage open discussion among the partici
pants. Use a pencil instead of a pen because there
will be lots of changes, and don’t forget the main
reason you are doing this. It is to build a strong firm
that can satisfy the partners. Note! It is the firm that
comes first. Have patience and good luck! [7]

—by Morrey Shifman, CPA, 2430 Saint Paris Pike,
Springfield, Ohio, tel. (513) 390-1228

ANOTHER APPROACH TO PARTNER COMPENSATION
The first line of Morrey Shifman's article on part
ner compensation, published in March, mentions
that it is a topic almost guaranteed to cause
disagreement among partners. I could not agree
more. The main reason for the trouble, I believe,
is that in dealing with the issue, firms mix too many
factors together. A typical basis for determining
partner compensation might include the following
considerations:
□ Ownership percentage.
□ Capital contribution or deficiency.
□ A reward for current efforts.
□ A segment relating to retirement.
□ A factor for longevity.
Wrapping these factors together makes partnerto-partner comparison difficult. I believe that far
less partner disagreement results when the issues
are separated and looked at individually.
What partners really should be compensated for
is the broadest range of their current contributions.
This would take into account partners’ billable pro
duction, new-business development results,
managerial impact in the organization, ability to re
tain and develop staff, willingness and ability to
work productively and supportively with other
partners, and their public relations efforts in the
community. All other factors are unrelated to short
term performance, and, therefore, need to be dealt
with differently, if at all.
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How much money a partner has in the firm and
how long he or she has been around have little to
do with the activities that produce bottom-line
value. Compensation should be directly related to
the partner's current overall contribution.
Partners should earn a competitive return on the
capital they have contributed or left in the firm. In
fact, it would probably be appropriate to receive
a return comparable to what they could earn on
some other type of investment. Many firms peg that
return to the small-business prime rate charged by
a local bank. Conversely, if a partner had not paid
his capital contribution in full, he should be
charged interest on the deficiency. After all, this is
really a pure financial transaction, and has nothing
to do with the partner’s day-to-day performance.
The same can be said of the issue of longevity. I
don't see much reason for a special reward just
because the partner has been around the firm for
so long. If a partner's long-term association with the
firm produces some unusual benefit, such as a
public relations or practice development value, that
should be reflected in the partner’s compensation.
If longevity is also a special consideration in the
formula, it would seem that that partner is being
paid twice for the same benefit. And basing retire
ment benefits on a recent level of compensation not
only makes the determination of annual worth
more difficult, it is also a poor basis on which to
provide for retirement.
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An approach to determining the division
of profits
One way of distributing profits remaining after
base compensation is to use what I refer to as the
"slip of paper” approach. Typically, the partners
gather for a year-end review of firm results, which
includes a discussion of each partner’s specific con
tribution to these results. At the conclusion of the
review, they agree as to how much money is
available for distribution to the owners Each part
ner then distributes the money among all partners,
including himself or herself, by writing down
specific dollar amounts against each name on a slip
of paper. The papers are then collected, the dollars
designated for each partner are averaged, and the

average becomes each partner's bonus award. It is
a simple system, but it can work successfully when:
□ There are enough partners (more than two) in
the firm.
□ The partners are rational individuals.
□ The partners have considerable contact with
each other during the course of the year, so
that they are generally aware of what each is
doing.
This has proved to be quite a successful approach
for a number of firms. It might work in yours.

—by Donald B. Scholl, D.B. Scholl, Inc., P.O. Box
3152, West Chester, Pennsylvania 19381, tel. (215)
431-1301

SURVIVAL AND SUCCESS STRATEGIES (PART 2)
The first part of this article, in the November issue,
dealt with the role of strong management and niche
marketing, and the need for profitability iffirms are to
survive and prosper in the years ahead. This part will
focus on partners.
Partner compensation
The consultants unanimously counsel firms against
having an equal compensation system. They say that
one of the reasons some firms don't truly operate as
businesses is because they don’t adjust compensa
tion to reflect the impact individual partners and
staff members have on the long-term growth and
profitability of the firm.
Many of the consultants reported that they see a
trend away from compensating partners equally,
however, and away from compensation systems
based on seniority. They say that there is a growing
acceptance of performance-based compensation,
even by partners who have been in the profession 20
to 30 years.
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lated by determining how much the partners
services would be worth to a competitor.
□ Bonuses for extraordinary services performed
during the year.
Several of the consultants expressed reservations
about the use of bonuses, believing that these are
often perceived as something due rather than
earned. One alternative suggested is for a discretion
ary fund to be set up which the managing partner

The client service partner is
particularly valuable.
could distribute strictly on current-year perfor
mance in excess of standards for that year.

Separate the issues
There are a series of issues which should be consid
ered separately when determining compensation,
but many firms tie them together. Firm ownership is
different than voting on the majority of issues that
come before the partnership, for example. So are the
annual compensation to which the partner is
entitled, the partners capital contribution and the
return on it, and how a partner's retirement benefits
are structured. These issues should be treated sepa
rately.

A model partner compensation system
According to the consultants, one well-received
compensation system is a multilevel one arranged
as follows:
□ First level. Return on partners capital paid at
prime rate plus three percentage points.
□ Second level. Salary, with consideration given
to management responsibilities and contribu
tion to firm profitability.
□ Third level. Bonus program based on currentyear performance only. Distribution totally at
the discretion of the managing partner.
□ Fourth level. A portion of the excess profits

The consultants suggest that a compensation sys

(deficits) is allocated to partners in proportion

tem contain the following three components:
□ Ownership and a return on invested capital.
□ Market value, that is, the annual worth of a
particular partner's services. This can be calcu-

to their salaries.
□ Fifth level. A portion of the excess profits (defi
cits) is allocated to partners in proportion to
their capital.
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The panel agreed that in the typical successful
firm, the compensation of the highest-paid partner
is at least 2½ times that of the lowest-paid partner,
but is usually not more than 4 times as much. One
practice encouraged by the consultants is to allow
senior managers to invest in the partnership. This
gives them some lead time in which to accumulate
their capital contribution, should they be offered
partnership.
Ways to

determine compensation

The consultants discussed the "slip of paper”
method of distributing profits (see the August 1988
issue, page 6), and those who had experience with
the practice agreed that it works remarkably well.
The average of recommendations are usually within
acceptable limits, and can either be the basis for the
final determination of partners compensation or a
significant tool for the compensation committee or
managing partner to use. At larger firms, where all
partners values to the firm are not known, a similar
exercise could be effective at the department or
office level.

Common characteristics of successful partners
While skill in practice development is important
and technical competence is an assumed quality for
all partners, the partner skilled in client service is

particularly valuable when it comes to client reten
tion. For the most part, clients aren't in a position to
accurately assess technical competence. What cli
ents are aware of, though, is when a partner doesn’t
return their phone calls, or when their financial
statements are late. The clients simply don’t feel
valued.
The group concurred that fees are rarely the pri
mary reason why clients change CPA firms. Often it
is really the imbalance between the perception of
value received and fees charged. In many instances,
clients would actually pay more and ask for more
services if only the CPA spent more time developing
and nurturing the relationship.
—by Allan D. Koltin, CPA, Practice Development
Institute (PDI), 401 North Michigan Avenue, Chicago,
Illinois, 60611-4240, tel. (800)227-0498; in Illinois,
(312)661-0300

Editor's note. Mr. Koltin would like to thank the follow
ing individuals who participated in the roundtable:
August Aquila, Gene Cohen, David Cottle, David
Donaldson, Don Faber, Irwin Friedman, Donald
Jenkins, Charles Larson, Bob Martin, Jay Nisberg,
Michael Schoenecker, Donald Scholl, and Morrey
Shifman.

PARTNER CHARGEABILITY AND COMPENSATION
Questions on partners’ chargeable hours and com
pensation, particularly concerning managing part
ners’, are asked at nearly every practice manage
ment conference. Our editorial advisors respond to
two.
Any thoughts on two tiers of partners—income
and equity?
Sidney F. Jarrow, an Elmhurst, Illinois, practi
tioner, believes that with more specialization and
non-CPA specialists in firms, this mode of operation
will increase. Ronald C. Russell, who practices in
Springfield, Ohio, agrees. “Yes, we will see more
income partners and fewer equity partners,” he
says.
Richard A. Berenson, a New York City, CPA, says
he is comfortable with the idea of two tiers of part
ners. Mr. Berenson thinks an older partner coming
into a partnership may become an income partner
because of the expense involved in funding a buyout
in a short period of time.
"Our firm does have a two-tiered system for part
ners, called variable income and fixed income,"
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responds Robert L. Israeloff, a Valley Stream, New
York, practitioner. Mr. Israeloff explains that fixed
income partners receive an agreed upon annual
draw which does not fluctuate with the profitability
of the firm. "We believe this is a way of recognizing
the contributions of some of the young people in the
firm,” he says. "This gives them the title of partner,
without their yet committing to shares of income.
What emphasis should be placed on chargeable
hours versus administrative and practice develop
ment activities?

“Each partner has a different administrative bud
get [in hours] based on accepted responsibilities,”
replies David A. Werbelow, a Pasadena, California,
CPA. Mr. Berenson agrees, and says the chargeable
hours for each type of partner (administrative or
audit) should be different. "That depends on
whether the partner is a technical person or a busi
ness getter," responds Mr. Jarrow. "The latter are in
short supply,” he adds.
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PARTNER DIFFERENCES
Any attempt to increase partner productivity must
take into consideration that all partners are not
created equal. Simply put, some partners have more
ability than others. However, comparing abilities
and determining who is productive or who is not is
easier said than done. Ability in some practice
areas—technical and promotional, for example, is
easier to quantify than, say, skill in administration.
In most firms, promotional or practice develop
ment activities are encouraged. Partners attend the
types of social functions they are comfortable with,
or join civic or professional organizations in capaci
ties that suit their level of experience or skill. The
contacts made, the referrals that develop and any
business that results can easily be identified and
credited to the partner responsible.
The development of administrative skills has not
received the same level of encouragement in most
firms. In fact, in the early days of our firm, nobody
had much identifiable administrative ability, al
though all the partners thought they should partici
pate in that area.
Partner evaluation must be done frequently (at
least twice yearly) to make sure the "season mood”
does not create a false impression, and the evalua
tion results must be communicated and discussed.
Quite often, the managing partner can see what is
causing a problem and holding people back, and can
point this out positively and constructively. Dis
agreement over the evaluation results can be the
first step toward improving productivity. You can
talk about these problems and solve them.
So, what is a productive partner? You need to be
able to determine who is productive in order to find
a partners net worth to the firm. Productive part
ners have assets consisting of high chargeable hours,
have consistent practice development activities, are
good delegators and skilled at staff motivation and
organization, participate in firm activities and so
on. To find this net worth, prepare a balance sheet
on each partner—assets (like those above) minus
liabilities (the lack of the above assets) equals net
worth. In this net worth approach to increasing
partner productivity, deficit situations (or prob
lems) must be eliminated.
In their early years, most CPA firms are fraternal
organizations where everyone shares everything.
Then we become country clubs where everyone does
his own thing with little or no accountability. Fi
nally, we try to run ourselves as businesses. This is
the aim of our net worth approach to evaluation.
The steps you take for partner net worth expansion
can be simple but the results can be most rewarding.
Everyone must be comfortable with these steps,
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however, and you might find you are unable to elim
inate some of the liabilities. Be realistic and decide
what to do with gray area partners. Don't ignore the
obvious solutions, such as early retirement or vol
untary withdrawal.
Since partners are not equal, their compensation
must be tied to their productivity. There are many
ways to do this, but regardless of the method you
use, it always helps to find out each partners
thoughts on compensation.
Just making enough income to compensate all
partners is not the answer. In fact, it frequently
covers up problems. The other side of the coin is that
the bigger the income pool, the bigger chance you
have of distributing it incorrectly. The partners
should be thought of as a pool of talent which, when
coordinated properly, becomes a force for bottomline results. And bottom-line results are real growth.
-by Donald P. Zima, CPA
Atlanta, Georgia
Survey for Compensation Impressions

Section A
Please circle the letter which best expresses your feelings
on each of these statements.
A)
B)
C)
D)

Strongly agree
Agree
Disagree
Strongly disagree

1 All partners should receive a basic compen

sation for being "on the job."
2 Total hours worked should be an important
factor in determining a partners com
pensation.
3 Total billable hours should be an important
factor in determining a partners com
pensation.
4 Realization should be an important factor
in determining a partners compensation.
5 Number of years as a partner (May, Zima
plus any predecessor firms) should be an
important factor in determining a partner's
compensation.
6 Number of years in public accounting
should be an important factor in determin
ing a partners compensation.
7 Number of years worked on all jobs should
be an important factor in determining a
partner’s compensation.
8 The experience and intangible attributes
gained from the number of years as partner
should be an important factor in determin
ing a partners compensation.

ABCD
ABCD
ABCD

ABCD

ABCD

ABCD
ABCD

ABCD
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9 If total hours worked becomes an impor
tant factor in determining a partner's com
pensation, the items included in total hours
should be closely monitored.
10 Community activities should be an impor
tant factor in determining a partner's com

pensation only if they are effective.
11 Practice development efforts should be an
important factor in determining a partner's
compensation.
12 Practice development efforts should be an
important factor in determining a partner's
compensation only if additional fees are
generated (new clients or additional ser
vices for current clients).
13 Special skills should be recognized with ad
ditional compensation.
14 Additional compensation should be a part
of the managing partners position.
15 Additional compensation should be a part
of the PICOLO position.
16 Additional compensation should be a part
of the Executive Committee position.
17 Additional compensation should be a part
of a firm director's position.
18 All partners’ draws should be an equal per
centage of their estimated total compensa
tion for the year.
19 “Drawstring" partners should draw a
higher percentage of estimated total com
pensation than non-drawstring partners.
20 The drawstring concept should be con
tinued, discontinued, altered (circle one).
21 Partners’ capital accounts should be related
to total compensation with all amounts
over a stated percent of compensation re
classified as loans to be repaid on a pro rata
basis as cash flow permits.
22 Whatever the basis used to determine
stated capital requirements, all excess
amounts should be reclassified as loans to
be repaid on a pro rata basis as cash flow
permits.
23 Whatever the basis used to determine
stated capital requirements, partners
should fully fund their required capital
contribution or pay the firm interest on the
shortage.
24 Interest paid on capital contributions
should be based on cash basis capital, ac
crual basis capital (circle one).
25 Each partner should receive a stated mini
mum income.
26 If a stated minimum income for each part
ner is adopted, the minimum should be
(check one)
$30,000 - $35,000
35,000 - 40,000
40,000 - 45,000
45,000 - 50,000
50,000 - 55,000
55,000 - 60,000
More than 60,000

27 The minimum draw for a partner should be
(for purposes of this question ignore any
policy related to AR, WIP, CUE manage
ment)

$30,000 - $35,000
35,000 - 40,000
40,000 - 45,000
45,000 - 50,000
50,000 - 55,000
55,000 - 60,000
More than 60,000

ABCD
ABCD

ABCD
ABCD

28 A profit center concept should be used in
determining partners’ compensation (for
example, partners’ income would be re
lated to the net income per partner in a
particular practice unit).

ABC D

ABCD
ABCD
ABCD

ABCD
ABCD

ABCD

Section B
On a scale of 1 to 5 (one is lowest) grade the importance of
each of the following as an element of partners' com
pensation.
A
B
C
D
E
F
G

H
I
J

Hours worked
Hours billed
Realization
Management of AR, WIP, CUE
Total $ of work responsible for
(as partner in charge of job)
Exceptional technical expertise
Ability to supervise and train
Management and administrative ability
Number of years as partner
Number of years with May, Zima or
predecessor firms
Number of years worked
Practice development efforts
Community involvement & image
Professional activities

_____
_____
_____
_____
_____
_____
_____
_____
_____
_____
_____
_____
_____
_____

ABCD

K
L
M
N

ABCD

List any additional items which you think should be a
factor in determining a partner’s compensation and grade
on a scale of 1 to 5 (one is lowest).

ABCD

ABCD

A

______________________________________

______

B
C

__________________________________
__________________________________

_____
_____

D

______________________________________

______

E

__________________________________

_____

List the following fringe benefits in the order of impor
tance to you by placing a number from 1 to 12 beside each
item with 1 being the least important. Add additional
items that you think should be included. Place an X by
those you think should not be considered.
A
B
C
D
E
F
G
H

Medical insurance
Life insurance
Loss of income insurance
Vacation
Sick leave
CPE in excess of 40 hours per year
Travel insurance
$ travel allowance for spouses to
accompany on trips

_____
_____
_____
_____
_____
_____
_____
_____
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Country club (or similar club) membership
Stated $ practice development allowance
Tax deferred income
L Sabbatical leave with pay

I

J
K

______
_____
_____
_____

List in order of importance (1 is lowest) the following
categories of compensation (add additional items if you
have items you want considered).

A
B
C
D
E
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Salary
Income units
Interest on capital
Incentive pool
Special distributions

--------------_____
-------_____

Section C
Please list below any other thoughts you may have on
partners compensation.

PARTNER/SHAREHOLDER COMPENSATION— ONE FIRM’S CASE STUDY

duly 1989

Rather than having our compensation based on
client referrals and production, we agreed that we
would all be marketing oriented and would become
involved in activities that would promote the firm
and generate clients. We also agreed, however, that
we would all try to get as much production as we
could.
We have followed this philoso
phy from the beginning. We do
keep track of our production and
Exhibit
our client responsibilities. These
are not factors that enter
LEVINE, HUGHES & MITHUEN, INC. COMPENSATION METHOD
directly into our compensation
calculations, however.

We started our firm in May 1976—three partners
and one part-time secretary. Even though one part
ner was older than the other two and had the bulk of
the client base, we all were opposed to establishing a
strictly objective compensation system that would
create a lot of competition among us.

Compensation is based on fixed unequal salaries which historically amount to 50
percent or less of total shareholder compensation.
Profit splitting is based on tiered formula.

Basic firm philosophy assumes

(1) All shareholders will make a best effort in producing dollars for the firm
through personal production and client referral.
(2) All shareholders will contribute and take responsibility for various admin
istrative functions. Each shareholder will have good and weak years in
client referral, health, etc.
(3) As long as all shareholders are contributing their best efforts and working
full time, no shareholder will take a reduction in his compensation in order to
admit a new shareholder.
(4) Salaries and profit splitting will be evaluated and negotiated annually.
(a) Base salaries have increased for shareholders based on individual
production in relation to total shareholder production, client referral, and
firm administrative responsibility.

(b) Information re: production, client responsibility, write-downs, (realiza
tion), and collection experience are produced monthly but not used
directly in determining compensation.

(c) Profit splitting based on tiered formula is negotiated annually. Last fiscal
year profit splitting tiered formula:
Annual
Shareholder
Amount Available
Percentage of
to Distribute
______ Distributions
Prin
D
A
B
C
cipal
$0- 100,000

49%

24%

24%

$100,001 - 163,000

25

25

25

25

-0-

$163,001 and up

20

20

20

20

20%

3%

-0-

Our method of determining
compensation

Our decision was to set fixed,
unequal salary amounts. When
we started, there was probably
a two-to-one difference
between the salary of the older,
more experienced partner and
those of the other partner and
myself. We decided that all
other compensation would
derive from the profits of the
firm.
We established a tiered for
mula in which the senior part
ner would receive an amount
approximating what he was
being compensated before we
formed the firm. From then on,
we would basically share firm
profits equally. We believed
that we could maintain this
system through the growth of
the firm, which, in fact, is what
we have done. Currently, there
are twenty-two people in the
firm, including four partners
and a principal who has an
equity interest.
Our approach is to meet at
the end of each year to review
our individual contributions to
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the firm and, more important, to analyze the firm’s
performance. Then, through a mutual agreement,
we adjust our base salaries. In the beginning, the
base salaries were related to seniority, with the sen
ior partner receiving the largest amount. Over the
years, however, the differences have diminished.
With the exception of the senior partner, who
receives a little more, partners base salaries have
become approximately equal.
Profit splitting is based on a tiered formula—the
tiers being based on the prior year’s profits and
adjusted from year to year. (See the exhibit below.)
Adjustments are also made when new partners/shareholders are admitted, in the knowledge
that they will continually expand their client
responsibilities.
New partners’ production is normally at a high
level when they are admitted, and the only reason to
make adjustments is a change in billing rates. For
the most part, partners’ billing rates are the same,
and the adjustments, too, are much the same. All of
us share administrative responsibilities and make
sure staff is informed about tax, accounting, and
auditing updates, etc. We, therefore, don’t have a
managing partner in the sense that one partner is
primarily responsible for this function in the firm.
There have been some years in which one partner
might have had unusually high production, or
another partner, because of, say, health problems,

might have had low production. But we have not
adjusted compensation. We all have strong as well
as weak years. We realize that, and don’t wish it to
significantly affect shareholder compensation. For
us, firm performance is more important than indi
vidual performance.
As mentioned earlier, we do maintain statistics
related to client responsibility and production, etc.,
although these are not used specifically in deter
mining compensation. The reasons for this are that,
quite often, one partner may bring in a client but
another partner may have more experience in the
client’s industry or more technical capability in a
given area, and end up handling the actual work. We
look at collections, realizable fees, standard billing
rates versus actual rates billed—write-ups, write
downs, etc. These are the items in which we are
interested.
Looking ahead, we realize that as the firm grows,
we might run into situations where one partner has
a material difference between his or her production
and client responsibilities and other partners’, but
this is not being reflected in compensation. At this
point, though, we are staying with the formula.
Everybody is satisfied.

—by John M. Hughes, CPA, Levine, Hughes &
Mithuen, Inc., CPAs, 60257 South Quebec Street,
Suite 375, Englewood, Colorado 80111

WHO GETS THE BIGGEST SLICE? A MODEL FOR DIVIDING THE PIE
Dividing the compensation pie is often the biggest
problem of a partnership. Sometimes, it is an unad
dressed problem, not even brought up for discus
sion. Partners silently fume over perceived ineq
uities (often minor) until the partnership breaks up.
Frequently, some other, more visible reason is the
stated cause of the breakup. Some of the partners
may not even realize that compensation was an
issue.

September 1990

We have developed a compensation method based
on a few basic principles. We don’t pretend that this
will work for everyone. Some of our decisions
regarding amounts or percentages are admittedly
arbitrary. Depending on a firm’s particular circum
stances, the partners might want to adjust or even
omit various factors.
What’s presented here is a model for how a pro
fessional partnership can objectively compute part
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ner earnings. The term partner, here,
means either a partner or a shareholder.
EXHIBIT 1
Although this example is technically for a
Davey, Baker and Howe, P.C.
professional corporation, most profes
Profit Distribution Computation
sional corporations commonly refer to
For the year ended September 30,1990
shareholders as partners in everyday con
versation. The numbers have been
Davey
Baker
Total
Howe
rounded for simplicity and ease in under
Interest on capital
standing. It is not important what par
$ 6,250
Davey $50,000 x .125
ticular adjustment your partnership
$ 1,250
Baker
$10,000
x
.125
might make in the rates or percentages
$ (2,500)
Howe $(20,000) x .125
involved; it is important that something
be selected in advance, agreed to by all,
Partner productivity
and used consistently;
66,000
Davey 1,000 x $200 x .33
The explanation that follows will take
74,250
Baker 1,500 x $150 x .33
59,400
each factor we use and discuss the pros
Howe 1,800 x $100 x .33
and cons, and some alternatives. Based
Noncharged hours
on this explanation, a partnership should
16,500
Davey 1,100 x $15
be able to design a customized plan that
12,750
Baker
850
x
$15
emphasizes the factors most important to
12,000
Howe
800 x $15
the partners.
The model is built on the assumption
Collected billings
that current performance counts most.
135,000
Davey $900,000 x .15
What someone did last year or twenty
75,000
Baker $500,000 x .15
30,000
years ago doesn’t directly affect the for
Howe $200,000 x .15
mula. Because one of the major factors is
collected, controlled billings, a partner
98,900 $485,900
223,750 163,250
Total special allocation
who has built up a following will
obviously get a bigger allocation from
Adjusted cash basis
that factor than a partner who has fewer
10,000
60,000
30,000
100,000
Net income (Exhibit III)
clients “of his own.” That point will be
explained more fully later.
283,750
193,250
108,900
585,900
Total due for year
Exhibit I shows a sample profit dis
tribution calculation. The first factor is
interest on capital balances. Because this
Partners personal productivity is most important.
firm could borrow money at the bank for twelveStatistics show that the most profitable firms are
and-a-half percent, the partners have decided that
the ones with the highest levels of partner produc
an interest rate equal to that should be credited or
tivity. In our model, this factor rewards partners
charged on capital accounts. Howe is a new partner
with high productivity and high rates, and penalizes
and has a negative capital account because he has
those with low levels.
not yet accumulated any earnings. Therefore, he
The third factor is nonbilled hours. The exhibit
receives a charge instead of a credit.
shows a much lower rate-per-hour and one which is
The second factor is billable hours. Exhibit I
equal for all partners. The theory here is that admin
shows that different charge rates are taken into con
istrative, CPE, and client development time, and
sideration at this point. Each partner is given credit
for thirty-three percent of the total charges he has.
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EXHIBIT II
Sample Time Budget and Record of Actual Time
Baker

Budget

Actual

Amount
that
counts

1,400

1,500

1,500

80

100

80

120
300
500

150
150
600

120
150
500

Total

1,000

1,000

850

Total hours

2,400

2,500

2,350

Billable hours
Nonbillable hours
CPE
Professional
organizations
Practice development
Firm administration

EXHIBIT III
Davey, Baker and Howe, P.C.
Income to Distribute Among Owners
For the year ended September 30,1990

Related
Exhibit 1

Related
Exhibit V

$ 85,900

$ 85,900

400,000
45,000
20,000
12,000

400,000
45,000
20,000
12,000

5,000
18,000

5,000
18,000

500,000

500,000

585,900

585,900

(485,900)

(466,000)

Adjusted cash basis net income $100,000

$119,900

Net income-cash basis

Plus:
Officers' salaries
Travel
Auto
Furniture rental
Insurance other than group
medical and disability
Other

Total additions
Adjusted net income
Less:
Special allocations (Ex. I & V)

Split among partners

Davey
Baker

Howe
Total

60%
30%
10%

$ 60,000
30,000
10,000

$100,000

25%
50%
25%

$ 29,975
59,950
29,975
$119,900

other time spent on legitimate firm affairs are worth
something. A profitable firm, however, will not
waste partners time on matters best done by other
people, such as a firm administrator or a marketing
director.
There may be some firms that require full-time
partner administrators, but I have never seen one.
All too often, firm administration serves as a con
venient excuse for a managing partner to stop being
productive. Even in a large firm, if there is a compe
tent firm administrator or office manager, the man
aging partner should still be able to maintain some
productivity. A managing partner who has only 800
hours (or fewer) available for production should
accordingly command a very high rate since his
hours are so scarce.
Noncharged hours also have a limit. In order to
discourage excessive overtime, hours over a total of
2,600 are not counted. This encourages partners to
avoid building up large numbers of nonbillable
hours, the value of which are often difficult to deter
mine.
This factor can be further refined by using agreedon, unbilled time budgets for each partner, as shown
in Exhibit II. This particular partner has committed
300 hours to practice development, and all partners
have agreed to that budget. If at the end of the year
he has the actual hours of nonbillable time as
shown, he will only receive credit for 850 hours. This
serves to force a commitment of time at the begin
ning of the year, when the time budget is created,
and to force agreement regarding that commitment
among the partners. Only the satisfactory comple
tion of the agreed-on commitment is rewarded.
This avoids conflict among partners regarding
the inevitable variations which occur as the year
progresses. If, for example, partner A chooses to
devote additional time to professional organiza
tions, everyone knows that it is his own choice.
While it is costing the firm the hours lost from other
agreed-on goals, at least the partner is not being
paid for that time.
The next factor in Exhibit I is based on collected,
controlled billings. Each partner is allocated a per
centage of the collections from the clients he
"controls.” This rewards the partner who brings in
clients and delegates the actual work to others,
whether to other partners or staff. A partner who
supervises more staff should receive credit for that.
Basing the credit on amounts collected encourages
billing and collection efforts by the partners.
This model assumes that the partner who orig
inally obtains the client remains in “control” of that
client. That is, he has final oversight of client mat
ters, maintains contact with the client, and has final
responsibility on billing matters. Another partner
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(or manager or staff member) may well have
more client contact than the partner who
EXHIBIT IV
controls the account. That partner, however,
Davey, Baker and Howe, P.C.
is compensated for that time through the
Profit Distribution Computation
billable time process.
For the year ended September 30,1990
If, on the other hand, one partner only
"sells" and then turns the account over to
Davey
Baker
Howe
Total
another partner, a more complex system
Total
due
for
year
will be needed. A factor just for new business
(carried forward from Ex.I)
$283,750
$193,250 $108,900 $585,900
generation may have to be added. This can
Less distributions/
be done for various percentages and for
benefits received
varying periods—even indefinitely. For the
Salary
190,000
130,000
80,000
400,000
sake of simplicity, our model does not
32,000
Travel & entertainment
10,000
3,000
45,000
include this factor.
Auto
4,000
5,000
11,000
20,000
In our example (Exhibit I), the partners
Furniture/equipment rental
-012,000
-012,000
Insurance
4,000
-01,000
5,000
have agreed that fifteen percent of collected
Other
6,000
12,000
-018,000
billings is an appropriate percentage for this
allocation. That percentage can, of course,
Total
237,000
168,000
95,000
500,000
be adjusted depending on the desires of the
partners. A partner who slowly builds up a
Balance due
$ 46,750
$ 25,250 $ 13,900 $ 85,900
solid client base will be compensated for the
work retained. A partner who brings in a big
Carryover calculation
one-time job will be compensated for that,
Capital balance
but this will not have any continuing effect
Sept. 30, 1989
$ 50,000
$ 10,000 $(20,000) $ 40,000
Undistributed balance
once it is completed.
46.750
25,250
Due FYE Sept. 30, 1990
13,900
85,900
Another benefit to this division process is
that it makes clear to all that gaining and
$ 96,750
$ 35,250 $( 6,100) $125,900
Balance Sept. 30,1990
developing clients is essential to firm and
individual prosperity. It is especially impor
tant that second-generation partners appre
this calculation made for both exhibits I and V, and
ciate the importance of this. All too often, we have
must be completed before the computations in those
seen a good-size, local firm stagnate or shrink fol
two exhibits can be finished.
lowing the retirement or death of the founding part
The distributions and benefits allocated and
ner. Partners who have been raised in the firm,
charged to each partner require some explanation.
sometimes become too dependent on the rainmaker.
Our basic theory is that each partner has complete
Does this process conflict with the one-firm con
control over how he spends his allocated income. All
cept? I don’t think so. In fact, giving credit for work
discretionary expenditures by partners are charged
brought in, no matter who does it, should encourage
to them. Note, however, that discretionary does not
delegation. Where it is difficult to determine who
mean nondeductible or indicate any lack of legit
brought in a client, some sharing could be used, or
imacy regarding the expenditures.
that client could be excluded. The partner who does
In our example, Exhibit IV, Davey incurs high
the work is compensated by the billable-hours part
travel and entertainment expenses. Perhaps he is
of the formula. This factor also makes this formula
very active in the profession and attends numerous
applicable to law firms as well as CPA firms. A
committee and director meetings and seminars.
skillful litigator would receive his major compensa
While these might all be legitimate tax deductions,
tion at this level based on a percentage of fees
they are made at the discretion of the individual
awarded. Law firms might find a higher percentage
partner.
appropriate, forty percent or more, instead of fifteen
Howe, on the other hand, chooses to drive a more
percent, for example.
expensive car than either of his partners. Since that
Last, but not least, is the division of profits
is being charged directly back to him, the older,
through the allocation of net income based on
more conservative partners have no reason to ques
ownership percentages. Davey is the oldest found
tion him or complain.
ing partner and owns sixty percent of the stock.
Baker has chosen to upgrade the furnishings and
Baker has been around for a while and owns thirty
computer in his personal office and for his secretary.
percent of the stock, and Howe, the new partner,
He bought these personally and rents them to the
owns the remaining ten percent. Exhibit III shows
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EXHIBIT V
Davey, Baker and Howe, P.C.
Profit Distribution Computation
For the year ended September 30,1990

Interest on capital
Davey $50,000 x .15
Baker $10,000x.15
Howe $(20,000) x .15
Total
Partner productivity
Davey 1,000 x $200 x .40
Baker 1,500 x $150 x .40
Howe 1,800 x $100 x .40
Total
Nonbilled hours
Davey 1,100 x $20
Baker
1,000 x $20
Howe
800 x $20
Total
Collected billings
Davey $900,000 x.10
Baker $500,000 x .10
Howe $200,000 x.10
Total

Baker

Davey

Howe

Total

$ 7,500
$ 1,500
$ (3,000)
$ 6,000

80,000
90,000
72,000

242,000

22,000
20,000

16,000
58,000

90,000
50,000
20,000

160,000
$199,500

161,500

105,000

$466,000

29,975

59,950

29,975

119,900

Total due for year

229,475

221,450

134,975

585,900

Less distributions/benefits
received (Exhibit IV)
Salary
Travel & entertainment
Auto
Furniture/equipment rental
Insurance
Other

190,000
32,000
5,000
-04,000
6,000

130,000
10,000
4,000
12,000
-012,000

80,000
3,000
11,000
-01,000
-0-

400,000
45,000
20,000
12,000
5,000
18,000

237,000

168,000

Balance due

$( 7,525)

Carryover calculation
Capital balance
Sept. 30,1989
Undistributed balance
Due FYE Sept. 30, 1990

$ 50,000

Total special allocation
Adjusted cash basis
net income (Exhibit III)

Total

Balance Sept. 30, 1990

( 7,525)
$ 42,475

95,000

500,000

$ 53,450

$ 39,975

$ 85,900

$

$(20,000) $ 40,000

10,000
53,450

39,975

63,450

$ 19,975

85,900

$125,900

firm at fair market value. Because the
extra rent is being allocated directly to
him, partner conflict is again avoided.
Davey has chosen to buy additional medi
cal and disability insurance.
Both Davey and Baker have their secre
taries handle personal investments while
at work, so "other" includes an allocation
of their salaries for this nonfirm time. As
you can see, virtually anything can be
allocated back to the partners. (Tax
aspects are not discussed.)
After the actual distributions for the
year have been deducted from the total
due, the balance for the year is deter
mined. This is then added to the prior
balance from the previous year to calcu
late the new equity balance. If cash is
available and the firm can afford dis
tributions, they are made from this. Any
undistributed balance is used to calculate
next year's interest credit or charge.
There is nothing particularly sacred
about any part of our model. It rewards
results and charges costs. We believe that
is the best way to get people to work on
what is effective and to spend money on
what is needed.
Exhibit V has been included to illus
trate how the alteration of a few percent
age points and rates will change the
results. The firm now has a higher cost of
capital. It puts a higher emphasis on billable time, yet allows unbilled time to
count at a higher rate than was the case in
Exhibit I. Also, less emphasis is placed on
billings collected, and the ownership per
centages are different. In this example,
Davey and Howe are both twenty-fivepercent-owners (see Exhibit III), but
Davey has a much higher billing rate and
controls more business. The resulting dif
ference in earnings allocated reflects this
in an objective, rational manner.
Endless variations of this process are
possible. While no system is perfect, we
believe this is better than a completely
arbitrary system. The process allows
partners to decide what to emphasize,
how to allocate various items, and then to

make an objective computation based on
those decisions. □

—by John A. Braden, CPA, Braden &
Kikis, 14606 Falling Creek, Houston, Texas
77068
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RETREATS

RETREAT TO THE FUTURE
Long- and short-range plans, budgets, forecasts,
meetings and reports, etc., are all essential to the
growth and development of a local CPA firm. While
these are separate elements in the management of
the firm, they are interrelated and must be brought
together and discussed by the partners once each
year as part of the planning cycle. Then, action must
be taken to make things happen and produce results.
Many firms believe that the ideal environment in
which to hold discussions and plan for the future is
at a location away from the office. We have been
having such partner retreats for eight years now.
During the last four years managers and supervisors
have attended certain sessions and our retreats have
shifted from problem solving to planning sessions.
While local firms face problems such as increased
competition for clients, there are also tremendous
opportunities for growth and development. How
ever, to take advantage of these opportunities, your
firm must have an effective organizational structure
and a strong workable partnership agreement.
It is essential to have quality products to offer
clients, and to ensure this, you need quality control
review procedures, audit and procedural manuals
and the best staff available. These elements require
planning and cooperation among the partners if the
practice is to run as a single entity. A planning re
treat gets everybody into the act, staff as well as
partners, keeps energies focused on the firm’s goals
and helps leaders lead effectively.
In addition to improving personal relationships
among members of the firm and getting everyone
working together in the firm's best interests, people
are also given a chance to show what they can do
and the younger firm members are exposed to the
decision-making process. They can see the close
commitment needed by partners, and the problems.
The site chosen for the retreat should have ade
quate facilities for meetings, sports and social ac
tivities while still keeping people together. It is a
good idea to hold the retreat over a weekend and to
choose a location not too far from the office to mini
mize time away from work.
Who should attend? Initially, it should be just the
partners. At our retreat, the first two days are just
for partners, but senior staff attend certain planning
sessions during the following two days.
The effort put into planning a retreat is reflected
in its effectiveness. At least two months before the
retreat is held, thought must be given to the areas to
be discussed. The subjects should include the firm’s
long-range plan, staff and partner reviews, various
data and statistics concerning the annual, monthly
and management reports, and specific objectives
for the coming year. An agenda should be dis
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tributed to all participants a few weeks before the
retreat is held.
The managing partner calls our retreat to order, a
secretary is appointed and an agreement reached on
whether or not a written record should be made of
the proceedings. The opening remarks, which are
usually made by the managing partner, cover the
progress and status of the firm, the major objectives
of the retreat and a review of the agenda for addi
tions and changes. The firm’s long-range plan is then
reviewed and partners appointed to update and dis
tribute it to all personnel.
We also discuss specific objectives for the coming
year and then form groups to develop plans that will
permit the realization of these goals. These objec
tives might include a change in our philosophy to
ward certain services; mergers, acquisitions and
internal firm growth and expansion; the need for
additional staff and partners and our fee structure.
Other items that are reviewed and discussed include
the budget for the coming year and any changes in
the firm’s structure or in partner responsibilities.
Staff and partner reviews are a very important
part of this process. We believe staff members
should have input on budgeting, so we get their
suggestions on time allocation and let them know
that their views are being considered.
In regard to partners, the idea is to set up a system
that allows all of them to put their best foot forward
to show what they have done and what they want to
do in the future. This type of evaluation is done every
three years and is important because it reveals if the
firm is performing up to the expectations of the
partners and also indicates what the partners ex
pect of each other.
As well as summarizing the consensus on various
topics, such as the business you hope to gain and
your plans for the coming year, you should also take
time to evaluate the actual retreat.
While a partners' retreat should follow the pre
pared agenda, the allocation of time to any one
subject should allow for considerable variance. The
idea is to encourage the free flow of ideas in a re
laxed, informal atmosphere. It may also be helpful
to invite some outside professionals. In our firm we
would have made better progress in the beginning
had we invited such people to our retreats. They can
contribute to getting the retreat on the right track.
We firmly believe in the value of these meetings
and encourage other practitioners to hold them. You
will find that a retreat not only can help you better
plan your development as a professional but can
also help you improve the quality of your life.
-by Charles W.Jenkins, CPA
Albany, Georgia
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PARTNER RETREATS—A SUPPLEMENT
James H. Warwick, Jr., a Washington, D.C., practi
tioner, sent us his notes on the consensus reached at
a partner retreat session of a management seminar
he attended about three years ago. These comments
reinforce many of Mr. Jenkins’s observations.
Retreats help pull the partners together to work
as a team and maintain the health of the firm. They
provide an environment in which all partners can
talk openly about any aspect of the practice and set
up procedures to generate problem-solving ideas
and techniques. They also help to bring everyone
back to reality, adjust unreasonable expectations
and put the problems and operation of the firm into
a broader perspective.
The frequency of retreats depends on the volume
of issues to be discussed. Firms typically have one
retreat a year although some have two or three, and
the duration varies from two days to four. Some
people believe that the sessions should end at dinner
time, leaving the evenings free for unstructured dis
cussions and/or recreation. Others think it impera
tive that discussion of issues not be stopped, lest the
effect be to frustrate partners who have not yet ex
pressed an opinion.
A number of firms now permit managers and su
pervisors to attend part of the retreat. Attendance
by spouses and children is strongly discouraged, but

RETREAT TO PLAN
Being a certified public accountant is an exciting
and challenging occupation, but the long hours, en
dless deadlines and assorted problems that are also
part and parcel of a practice today, can threaten the
quality of a CPA's life.
The key to alleviating much of the burden and
stress is organization and planning. The plans must
be implemented and this can be achieved through
close and continuous supervision of the professional
practice and by conducting "business" in an orderly
and efficient manner.
The goal of every successful CPA firm is to produce
professional work of the highest quality. Efficient
management is not inconsistent with that goal. On
the contrary, it should
□ Substantially increase the firm’s profits.
□ Reduce working hours, especially unexpected
overtime.
□ Aid in the prompt completion of work.
□ Utilize everyone in his or her highest capacity.
□ Provide a more relaxed and pleasant work
environment.

September 1983

having families join the partners at the end of the
retreat for a few days of relaxation is a recom
mended alternative.
One person must be in charge at the meeting or it
will fail. This person does not always have to be the
managing partner, but the leadership must be effec
tive because it is essential that everyone participate
(no complaints later), and the leader must draw
participation out if it is not given freely. All partners
should contribute to the agenda and there should be
a rule that no item can be discussed unless it is on
the agenda.
Collecting and sorting data and all required read
ing should be completed prior to the commence
ment of the retreat so that time is not wasted. All
matters discussed and decisions made at the retreat
should be recorded and copies of minutes dis
tributed to all partners. It is suggested that a secre
tary take the minutes, rather than a participant.
Each partner must make a commitment to sup
port decisions reached at the retreat and to work
enthusiastically to implement them. Responsibili
ties should be assigned and a timetable set for im
plementation of the decisions reached, and partners
should be given a deadline by which to submit a
critique of the retreat. Let staff know about the
firm’s goals and plans and encourage feedback.

September 1984

Most successful CPA partnerships are organized
with a managing partner responsible for the overall
operations of the firm (see the July issue), and with
other partners in charge of the various departments
of the firm. These partners are usually expected to
furnish leadership in their areas, communicate mat
ters of interest to other partners and be available for
consultation.
In a typical CPA practice, partners are usually in
charge of the following departments and have com
parable responsibilities.
Tax—Be alert for new developments of value to
the firm and clients. Prepare and update written
procedures to assure high-quality work and re
duce possibility of preparer penalties.
Accounting services—Monitor procedures to as
sure that the firm’s quality-control procedures
are being followed. Review printouts and
statements.
Audit—Review all client financial statements be
fore they are issued. Review sufficient number of
engagements to determine that all partners are

RETREATS

complying with the firm’s standards.
MAS—Develop department in accordance with
firm’s policies.
Practice development—Determine the best means
of increasing firm’s business and monitor all ac
tivity in this area.
Depending on firm size, partners in many local
firms wear more than one hat.
The basics of planning

Every firm should hold an annual retreat at a loca
tion away from the office at which partners, and
staff where appropriate, can review the practice in
depth and plan for the future. It is a good idea to
hold the retreat in the tenth or eleventh month of the
firm’s fiscal year so that financial results can be
reasonably predicted.
The managing partner should prepare a skeleton
agenda well in advance of the meeting and circulate
copies to all partners to enable them to insert items
they wish to be discussed. One way to do this is to
use topic headings, such as those in the exhibit on
page 7, to form the skeleton agenda. A set of blank

The following is a suggested agenda for a two-day
partners’ planning retreat that was developed by

Suggested agenda
□ Administration
1 Finances
a Current statements
b Ensuing year’s capital requirements
2 Practice management
a Review of duties of managing partner
b Equipment requirements and office
redecoration
3 Proposed budget for ensuing year
□ Practice development
1 Philosophy
2 Goals—short term and long term
3 Target areas
4 Coordination of departments and
offices
5 Methods
a Seminars for clients and others
b Brochures
c Newsletter
d Civic clubs

□ Taxes
1 Method of preparation
a Computer services
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sheets with these headings can be given to each
partner so that discussion items can be listed. The
information can then be easily consolidated into the
final agenda, and partners are thus given an oppor
tunity to discuss anything in their areas of responsi
bility or which they believe needs attention. As with
monthly partners’ meetings, formal minutes should
be made of the entire proceedings.
To make sure that the plans drawn up at the re
treat will be carried out, implementation should be
monitored by the managing partner and reported
on at the monthly partners’ meeting. Continuous
supervision of all staff work is a must and the man
aging partner should work closely with each depart
ment head to insure that the plans drawn up at the
annual retreat are implemented accordingly.
For a practice to be profitable, the business side of
the firm cannot be neglected. In addition, employ
ees and clients alike respect a firm that conducts its
affairs in an orderly manner.
—by H.W. Martin, CPA
Rome, Georgia

Joseph T. Lake, audit partner at Read, Martin &
Slickman in Rome, Georgia.

b Improvement of techniques for man
ually preparing returns
c Updating review procedures
2 Tax library—suggested changes and
improvements
3 Tax department personnel
a Changes in duties
b Part-time paraprofessionals
4 Practice development
a Tax planning engagements
□ Auditing and financial statements
1 Improvement in scheduling
2 Professional development and training
a Partners
b Staff
c Post review of financial statements
3 Procedure changes
a Pre-engagement planning
b Increased interim work
4 Audit department personnel
a Changes in duties
b Part-time paraprofessionals
5 Audit library—suggested changes
6 Revision of index and filing
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7 Practice development
a Industries in which the firm is most
experienced
b New areas
□ Management advisory services
1 Concept of services to be offered
2 Training
a Who
b How
1 Practice development
a Present clients
b New clients
c Method of communicating avail
ability of services
□ Data processing
1 Current needs
2 Future objectives
3 Changes in firm's accounting records to
segregate all costs in data processing
department
4 Practice development
□ Bookkeeping
1 Changes in billing procedures
2 Revised report showing cumulative fee

reductions and overages by partner
□ Branch offices
1 Detailed review of income and expenses
of each office
2 Review of new and lost clients during
last year
3 Future considerations
□ Personnel
1 Time budgets for the ensuing year
should have been prepared by the man
aging partner for himself and entire
staff; other partners should have their
own time budgets ready to submit
2 Recruiting needs should be determined
3 Employees having serious problems
should be discussed and their future
with the firm determined
4 Staff and clerical salaries should be
reviewed
5 Fees to be charged for the staff should
be determined
6 Fringe benefits, vacation policies, etc.
should be reviewed
□ Adopt final adjusted budget

LETTER TO THE EDITOR (PARTNERS’ RETREATS)
I read with great interest H. W. Martin’s article,
"Retreat to Plan," in the September issue. At our
firm, we fully agree with the concepts expressed
although we do things a little differently.
Once we begin discussions, we don't want to inter
rupt the momentum with distracting thoughts
about golf games, tennis partners or even just lying
in the sun. So, we don't go out of town for our
retreat, but meet instead at a partner’s home.
Although we won’t accept telephone calls or other
interruptions while the retreat is in progress, we are
able to communicate with our office and with cli
ents after hours to solve any crises that occurred
during the day. Also, we often want senior staff
members to make presentations or be involved in

December 1984

part of our planning process. Holding the retreat
near the office makes this easier.
Our firm carries the idea of partner retreats a
stage further. We have one retreat in late April or
early May, near the end of tax season. Many new
ideas are presented then, but it is often difficult to
implement them. Our year-end is June 30th, so we
plan a second retreat for early July. This way, the
partner in charge of each area has sufficient time to
develop specific implementation plans based upon
the ideas and philosophies adopted at the first re
treat and can present them at the second one.
—Abram J. Serotta, CPA
Augusta, Georgia
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THE MANAGING PARTNER
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THE ROLE OF THE MANAGING PARTNER

February 1979

Typically, the job of a managing partner should be
to focus on a firm’s organizational health and to
be in charge of delegating both professional and
administrative functions to others in the firm.
Most often, it is the managing partner who
maintains the firm's image in the community by
becoming involved in local civic organizations,
speaking at functions or serving on community
boards. And, usually, this person plays a leading
role in bringing new business into the firm.
Viewed broadly, the managing partner’s re
sponsibilities within the firm include:
□ Personnel duties. Human relationships at all
levels within the firm are important. Getting
partners to work together for the good of the
firm and to define their roles can be a difficult
task. Many partners are not aware of the
problems connected with running a complex
service organization despite their commit
ment to the firm. If it is to be successful, the
firm must be a team, and the people in it
must trust each other.
Most managing partners believe personnel
problems are critical areas in their firms;
they would like to acquire more knowledge
and skills in dealing with them. Staff must
be allocated to engagements quickly and
efficiently. This can cause friction, and it is
often hard to get the more senior partners
to adopt a perspective which goes beyond
the immediate needs of their clients.
The managing partner should keep in mind
that aside from an occasional dinner, there
is usually little outside contact among part
ners. And while staff people are often friend
ly with each other, after hour contact be
tween staff and partners is limited.
□ Control of operations. An effective organi
zational structure must be developed and
maintained. The managing partner should
convene the entire firm at least twice a year
and hold formal partners’ meetings each
quarter. In addition, he or she must define
the criteria for developing new offices, set
up the process for evaluating and motivating
the partners and professional staff, under
take personnel forecasting (anticipate needs)
and ascertain that the firm has adequate
liability and other insurance coverage. The
managing partner must build a team by se
curing and retaining outstanding staff and
must motivate them by providing satisfying,
challenging work.

□ Planning—goals and objectives. As chief
planning officer, the managing partner must
decide how to run the business, set up time
tables for future firm growth, determine the
direction of future activity and take charge
of acquisitions and mergers.
This will necessitate setting goals (the key
end products) and objectives (the methods
of reaching the goals). The managing partner
must encourage the staff to take CPE
courses, enforce high professional stan
dards, stimulate new business and retain old
business. To be effective, the decision
making process should be pushed down to
the lower levels of the organization.
Firms with a regular objective-setting
process often use the annual budget meeting
as the forum in which to set goals. The man
aging partner then implements the objec
tives, meeting standards such as the number
of chargeable hours per person and pro
jected rates of growth and profitability.
Some firms hold informal, monthly meetings
to provide the managing partner with needed
information. Firms with more than one office
tend to feel the need for long-range planning
and often augment standard one-year plans
with five-year projections. (See exhibit
for an example of how one firm conducts its
planning.)
The managing partner must make sure
that the overall objectives are not forgotten
in the day-to-day workings of the firm, that
the annual or five-year plans are adhered to
and that the firm responds effectively to
changing conditions.
□ Evaluation. Many firms have two separate
processes:
(1) Supervisors or managers complete an
appraisal sheet for staff members working
on engagements of one day or more.
(2) A regular annual or periodic review of
every staff member’s work.
There are many opportunities for evaluat
ing staff members’ work, but only a few firms
have a formal review of the partners’ work.
In most cases, the quality of the evaluation
will vary according to the skills or training
of the person doing the review. Still, there are
positive aspects to a formal evaluation pro
cess such as identifying areas that need im
provement and assisting partners and staff
to attain the firm’s standards.
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EXHIBIT

One Firm’s Planning Process

□ All partners and managers meet in an allday session to plan where the firm should
be in five-years’ time.
□ A draft of the plan is submitted to staff
for reactions and comments before being
formally drawn up.
□ At the same time, every employee of the
firm sets yearly objectives which are then
coordinated with the overall firm goals.
□ Staff members’ progress in implementing
their goals are reviewed every quarter.
□ The managing partner meets with the en
tire professional staff several times a year to
discuss firm issues, and all members are en
couraged to participate.
This degree of objective goal setting ap
pears to produce positive results, and the
managing partner rates its effectiveness in
achieving the goals of growth, staff develop
ment and retention as very good.

The ideal managing partner must have certain
qualities and skills in three basic areas.
□ Interpersonal. The managing partner must
control the information going through the
firm and should make sure that the lines of
communication remain open. (Lack of com
munication becomes a problem if there are
no formal written objectives.) These things
should be done well and necessitate that the
managing partner be a good communicator
and a good listener, be adept at solving part
nership problems, be effective in examining

QUESTIONS FOR THE SPEAKER
Here are some more questions from the AICPA’s
1980 series of practice management conferences.
The responses are by Jake L. Netterville, CPA,
Baton Rouge, Louisiana and Charles E. House,
CPA, of Duluth, Minnesota.

Question:

One of the criteria for an effective
managing partner is that he must
have the trust and confidence of the
people in the firm. Does the manag-

how people work together and obtaining a
high level of performance from others.
□ Technical. The managing partner should
have solid technical skills and should remain
technically competent. Effective manage
ment depends on the managing partner’s
knowledge of the firm in diverse areas of
expertise. They should not end the year with
zero billable hours or they will lose contact
with what is going on. Five hundred to seven
hundred billable hours should suffice.
□ Managerial. Managing partners have the
legal right to make decisions (the partner
ship agreement) and have the power to re
ward people through their authority to im
plement the firm’s compensation policies.
(Most operate this way.) They must be able
to delegate, analyze the way work is being
performed—who helps out, etc., get people
to do things and plan.
Given the complexities of the job, it is understand
able why many managing partners feel a need for
training in the behavioral sciences. Many would
like to have a better understanding of interper
sonal relationships, psychology, human behavior,
motivation and management training.
Skills must be developed in managing people
and in getting them to increase their abilities if the
firm is to grow. Also, it is generally desirable to
place some limitation on the term of office. It is
up to managing partners to provide leadership to
their firms—a job that is only for high-energy
people who are receptive to new ideas and chang
ing needs.
—by Jay N. Nisberg, president
Jay Nisberg & Associates
(Management Consultants)
Ridgefield, Connecticut

January 1980

ing partner earn that respect through
technical competence only?
Netterville: Although the managing partner
should certainly be technically com
petent, he should also possess mana

gerial and leadership skills and have
the ability to motivate all staff
people.

THE MANAGING PARTNER

How do you sell the managing part
ner concept to five equal and tech
nically competent partners?
Netterville: A firm with five partners certainly
needs management and in my opinion
needs to be managed by one person.
This is not to say that the other four
equal partners should not share in
the decision making, but a managing
partner must be designated in order
to get things done. Five partners can
not work effectively without some
sort of managerial control and ac
countability.
Question:

What are the challenges relating to
practice development that currently
face managing partners? How do
these challenges differ from those in
the past?
Netterville: The managing partner is certainly
responsible for the growth of the
firm. If he is not the best in the firm
at practice development, then a prac
tice development partner should be
appointed to coordinate the firm’s ef
forts in this area. As for changes,
many of the ethical restraints in prac
tice development have been removed,
so the challenge in this area is much
greater than in the past.
Question:

Question: If you have a practice that has grown
in fee revenue from $500,000 to
$1,000,000 and you create the position
of managing partner, how do you set a
compensation level for it when in the
past the compensation of all partners
has been equal?
House:

Several methods of compensating the
managing partner should be explored.
One would be a fixed compensation (a

MANAGING THE ORGANIZATION
The management structure you adopt for your
firm must draw on present resources yet be able
to meet your needs for the foreseeable future.
However, these needs will change as the firm
grows and you should explore alternative ways
to develop a management system that is likely to
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flat amount) negotiated with the other
partners. Another would be a fixed dol
lar amount added to the average com
pensation of other practice partners.
Still another method would be a per
centage to be added to the standard
partners’ compensation.
The managing partner should pro
pose his own compensation level to
his partners. This is the most direct
way to communicate what he thinks
the job is worth.

Question: How important is “plus” compensa
tion for the managing partners? Why
—status?

House:

The “plus” is probably more important
as a recognition factor from the other
partners of the value of the managing
partner than the actual financial
amount. If the managing partner is to
be chief operating officer, so to speak,
of a CPA practice, he should be given
status and recognition. The best way
to do that is with money.

Question: How do you get rid of an ineffective
managing partner if you lack the nec
essary percentage vote of the remain
ing partners?
House:

If you don’t have the necessary votes
to remove an ineffective managing
partner, you’re probably stuck with
him. One of your alternatives would be
to withdraw from the partnership. An
other would be to attempt to dissolve
the partnership. A final thought: If you
don’t have the necessary votes, per
haps the other partners don’t feel the
same way you do.

September 1981

work in most situations and is comfortable for
the people in the firm.
One of the first things to do is to decide who
will be the firm’s leader. Don’t wait until there are
six or seven partners before doing this; that is
much too late. Choose a leader as soon as there
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are two of you. Designate one of you to assume
certain management responsibilities, allocate time
for these functions and allow the other partner to
concentrate on his or her specialties.
When the firm is larger, it is impossible for one
person—the managing partner—to deal with in
dividual partners and with every aspect of man
aging the partnership. At this point, you will find
that you need a more sophisticated management
structure. This need usually arises when there are
six to eight partners, although it varies with indi
vidual firms, personalities, partners’ workloads,
the number of offices, etc. To deal with the com
plexities, many firms eventually change from an
organization run solely by the managing partner
to one where basic management decisions are
made by an executive committee.
Nevertheless, whatever stage of evolution your
firm is in, you will have to determine what the
role of the managing partner will be. The role is
certainly not one of a king; this must be made
clear in terms of the position description and in
terms of attitude. The managing partner serves
at the pleasure of the partnership and there must
be a clear understanding of what he or she can
or cannot do for the firm.
No one should be managing partner for life.
There should be some limits. Typically, the man
aging partner is elected by the partnership for a
specific term. Three years is the ideal period (one
year being too short and five years too long) and,
again ideally, managing partners should be al
lowed to succeed themselves twice for a total of
nine years’ service in that position. Some firms
impose an upper age limit to the position but
more often, the managing partner relinquishes the
job on retirement. Either way, it is essential that
a successor be trained.
It is also essential that the managing partner’s
job performance is evaluated. This can be done
by another partner or if the firm has an executive
committee, the evaluation can be one of its pri
mary functions.
You can make provisions for having an execu
tive committee quite a while before you are ready
to put it into operation. For example, you could
decide that you will elect committee members
when the firm has reached a size of seven or eight
partners. However, when you come to this point,
don't elect members on the basis of satisfying
various factions in the firm. The executive com
mittee should consist of the best talent the firm
has, so don’t limit membership to the most senior
partners.

How many people should be on the committee?
The number should be small and it is best to make
it odd—say, three people until the firm has
reached a size of 15 to 18 partners. The managing
partner should serve as an ex-officio member of
the executive committee and not be a voting mem
ber of it. Members’ terms of office should be three
years and, ideally, they should serve staggered
terms and be allowed to succeed themselves once.
Basically, the function of the executive com
mittee is to monitor the financial well-being of
the firm and stand ready to advise and counsel
the managing partner in the planning and devel
opment of firm policies and procedures.
Many firms have been quite successful without
having formal management structures but the
likelihood exists that they could have been even
more successful with such arrangements. In fact,
effective management is almost a mandatory pro
vision in the long run, especially if a firm is to
maintain high standards of quality control.

—by Donald B. Scholl
D. B. Scholl, Inc.
P.O. Box 297
Paoli, Pennsylvania
We are indebted to Dalton, Pennell & Co. of
Lynchburg, Virginia for supplying the following
position description. In a subsequent issue we will
publish the firm’s executive committee charter.
Managing Partner—Position Description

The managing partner is vested with the responsi
bility and authority for the overall management
of the firm. The managing partner shall act ju
diciously, on behalf of the firm, in all decisions
and actions affecting the management of the
practice.
Authority, responsibility and working relation
ships with various groups shall be as follows:

The executive committee
The managing partner will serve as an ex-officio
member of the committee and apprise the com
mittee of all pending actions, decisions or prob
lems affecting the welfare of the firm and its
members. This will be done informally as fre
quently as feasible, and formally at least monthly.
The managing partner will be responsible for
administering decisions of the committee, pre
senting concerns and recommendations to and
working with the committee to develop and im
plement effective solutions and to reach optimum
decisions.
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Compensation, constraints and conditions of
service shall be determined by the executive com
mittee. The term of office of the managing partner
shall be three years, and eligibility for reelection
shall be for two additional three-year terms. The
managing partner’s performance is subject to re
view and evaluation by the committee, and re
moval shall be by a vote of the partnership.
Partners-in-charge
The managing partner will administer firm poli
cies and procedures in the local office through
these partners.
Problems, decisions and situations of concern
in a particular office will be brought to the atten
tion of the managing partner by the partner-incharge.
The managing partner is responsible for effec
tive control of local office operations and for pro
viding adequate support to the partner(s)-incharge in the performance of their duties. The
managing partner shall meet informally with in
dividual partners-in-charge to review and apprise
as frequently as required; regular formal meet
ings with each partner-in-charge shall be held at
least quarterly.
The managing partner will assist partners-incharge in organizing their office operations, de
veloping departments, specialties and maintaining
performance standards. This shall be done
through monthly reports and periodic review ses
sions held with the partner(s)-in-charge. The
managing partner may recommend to the execu
tive committee the removal and replacement of a
partner-in-charge.
Technical committees

The managing partner shall support the work of
technical committees and assist committee chair
men in establishing standards, developing quality
control procedures and in training of personnel.
The managing partner is responsible for publish
ing and maintaining approved policies and pro
cedures developed by the committees, and may
remove, with approval of the executive committee,
and replace any committee member who is not
performing effectively.
The partnership

The managing partner shall be responsible to all
partners to see that the firm’s goals and philoso
phies are accomplished successfully and for the
benefit of the firm.
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The managing partner has the responsibility to
prudently administer the business for the mutual
advantage of the partnership. Duties shall include,
but not necessarily be limited to

Organization
□ Develop and maintain an effective firm-wide
organizational structure consistent with the
firm’s goals and objectives.
□ Define criteria and actively pursue acquisitions
and the development of new offices, consistent
with firm’s goals and objectives.
Ensure adequate departmentalized services
and accounting specialties to best serve client
needs and the firm’s growth.
□ Monitor firm-wide, local office and individual
goal achievement programs.
□ Implement firm-wide and local office business
development programs, assist in profitable ex
pansion of existing clients and development of
new clients.

Finance
□ Exercise financial controls to achieve firm's
goals, including: financial reporting, billing
rate determination, budget management, ac
count billing and receivables control.
□ Assist local offices in control of expenditures,
budgeting controls, billing and collection pro
cedures.
□ Prepare consolidated financial statements and
other financial information to help local offices
control costs and perform profitably.
□ Develop and maintain a monthly fiscal manage
ment information system including budget,
operating costs and other pertinent financial
performance information.
□ Develop profit objectives for the firm.
□ Provide and maintain adequate insurance cov
erage.
□ Ensure adequate working capital by defining
partner capital account requirements, main
taining borrowing lines, coordinating purchas
ing and monitoring fiscal management systems.
Administration
□ Determine proper staffing levels to enable the
firm to achieve its goals. This will include
(1) Forecasting manpower requirements.
(2) Recruiting.
(3) Assigning and implementing compensa
tion levels.
(4) Developing specialist skills.
(5) Evaluating and motivating performance.
□ Ensure adequate working conditions.
□ Provide partner and staff training in technical
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as well as managerial skills; control continuing
professional education schedules for the firm
in a way which will assist all personnel in
achieving their goals.
□ Administer the provisions of the firm staff
manual covering all personnel and administra
tive policies and procedures. Monitor and rec
ommend revisions of standards, policies and
procedures to insure continued effective opera
tions.
□ Administer programs for the mutual benefit of
personnel and the firm including: performance
evaluations and reviews, compensation, bene
fits, hiring, training, promoting and office loca
tion assignments.
□ Determine long-range needs and goals for the
firm and present them along with plans and
recommended actions to the executive com
mittee.

(1) Recommend changes.
(2) Brief new partners.
(3) Assure partners’ annual review.
□ Keep partners informed by scheduling, calling
and arranging annual and other special part
nership meetings and otherwise keep all part
ners apprised on current situations of concern.
□ Provide a climate for mutual respect among
partners by maximizing communications.
The managing partner may assume, with the
consent of the executive committee, any other
duties, tasks or responsibilities not herein speci
fied, but which may become necessary to properly
manage the practice. The managing partner shall
continuously be aware that he serves at the pleas
ure of the partnership and therefore must conduct
the management of the practice in accordance
with sound business practices and in a prudent
manner. The managing partner may submit addi
tions, changes and deletions to this description
Partnership
to
the executive committee for their approval, in
□ Administer the provisions of the partnership
order
to keep his position viable and current.
agreement:
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Any substantial corporate client of a CPA firm al
ways has a chief executive and there is no reason
why the CPA firm should not do likewise. In an
accounting practice, the chief executive is the man
aging partner—the individual designated by the
partners to manage the day-to-day operations of the
firm in a prudent and businesslike manner for the
benefit of all. Sometimes, the managing partner
will delegate some responsibilities—recruiting and
practice development, for example—to other part
ners. If he farms out too many duties, he then be
comes more of an administrative partner.
Very often, the managing partner is one of the
founding partners of the firm. Other times, it is the
person with the strongest personality who assumes
the position. Occasionally, the managing partner is
the individual who is most interested in practice
management or who prefers to be an executive
rather than work with clients on a day-to-day tech
nical basis. Sometimes, the existing managing part
ner is the best individual for the job; often he is not.
Problems can start early in a firm, in fact, they
can start when a sole practitioner hires the first
professional staff person. The usual procedure in a
small firm is the blending of the management and
administrative functions with group problem solv
ing and decision making. But as the firm grows, the
decision-making process becomes bogged down and
the first efforts to have organized and centralized
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control are made. These efforts typically result in
the adoption of the administrative partner con
cept—one of sharing responsibilities and authority
with centralized control.
When the firm reaches a total of about $500,000 in
revenues, it then becomes confronted with the prob
lems of overlapping authority and responsibilities.
This can result in wasted efforts and "reinventing
the wheel" or in no efforts and the "I thought you
were doing that" phenomenon. When this occurs,
the firm has reached the point of needing a full-time
managing partner.
The role of managing partner can be an uncomfort
able one and very often people will at first assume
the new functions without giving up any old jobs.
This usually results in their putting in too many
hours. Sometimes the reason for not relinquishing
old responsibilities is ego—the new managing part
ners just can’t believe that the clients can do with
out them. However, often the reason is that the
motivation to become managing partner is not as
strong as the interest that motivated someone to
become a CPA in the first place. There is also a
natural reluctance to deal with people problems
because the typical new managing partner has not
been trained in management and administrative
techniques, and, the definition and responsibilities
of the job are often vague.
The right time to change from administrative
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partner to the managing partner concept usually
depends upon the number of partners, the total
number of people on the staff and the admin
istrative hours needed. There is no exact right time,
although the change should usually be made as soon
as possible.
Benchmarks for change include:

Desirable
No later than
Desirable
No later than
Desirable
No later than
Desirable
No later than
Desirable
No later than

3 partners
4 partners; or
9 total staff
20 total staff; or
$500,000 gross fees
$750,000 gross fees; or
15,000 total chargeable hours
24,000 total chargeable hours; or
1 office
2 offices

What is the job of managing partner?
Broadly speaking, the managing partners respon
sibilities involve relationships: with the part
nership group; with an executive committee or
management group; with other firm committees;
with partners in charge of other offices; with de
partment heads; and with staff and clients.
The functional areas of responsibility include the
provisions of the partnership agreement (the buy/
sell agreement), the partners and staffs manuals,
the firm's quality control program and practice de
velopment (new business and departmentalization/
specialization).
The administration of the firm is in the managing
partner's domain as are all aspects of financial man
agement, mergers and acquisitions, long-range
goals and firm philosophy. Other responsibilities
include staff relations—recruiting, training, super
vision, evaluation, compensation and career paths.
Who should be managing partner?

The ideal candidate for managing partner is the
person who really wants the job and who is dedi
cated to making the concept work. This person must
be willing to make a role adjustment, i.e., to reduce
chargeable time and client control, and increase the
time spent on administration, on CPE directed at
practice management, and on public and client
relations.
To be effective and to be able to make whatever
changes are necessary in the firm, the managing
partner should be self-assured and have the con
fidence and respect of the other partners. The ideal
person, then, should have strong leadership abilities
and be aggressive, yet patient—willing to wait until
next year, if necessary, to get some ideas accepted.
The individual should have a clear perception of his

65

own objectives and the firm’s goals and be a catalyst
for change. It is essential to be persuasive, forceful
and committed to the survival and continued
growth of the practice.
Now, what about age? Should the managing part
ner come from the senior ranks or be a younger
partner? A point to remember is that a younger
partner frequently assumes the role at great disad
vantage. Such a person may not, through lack of
experience, have acquired the respect and con
fidence of his colleagues. It may be simply a matter
of not having sufficient clout within the firm. The
managing partner should also probably be a gener
alist rather than a technician. Technicians are often
of greater value to partnerships if their technical
skills are fully utilized rather than their devoting
time to developing the necessary management
skills. Managing partners must be willing to train
over a period of several years and be able to handle
stress.
The managing partner must be able to respond to
the changing character and demands of a growing
practice and as it matures, there are pitfalls that
must be avoided. Perhaps the managing partner will
be unable to handle the larger, structured practice.
Boredom may set in and he may feel that he has new
fields to conquer, and be out of the office a lot on the
"chicken salad" circuit. Practices become built on
the strengths of an individual personality and will,
and there is a tendency toward a myopic view of

Exceptions to the rule

While it is not always necessary to have a managing
partner, in general, the following conditions should
be present to operate a growing practice without
one:
□ Totally compatible partner group.
□ Universal ability to trust one another and to
yield to others’ ideas, opinions and decisions.
□ Mutual interest in sharing administrative
load.
□ No extreme personalities such as classic extro
verts or introverts.
□ Each partner competent to handle assigned
practice management functions.
□ Frequent productive and effective partner
meetings.
□ Total intra-partnership communications.
□ Thoroughly developed and clearly understood
lines of authority and responsibility.
□ Clearly defined management duties and func
tions for each partner.

Keep in mind that each practice is different and
that there are probably exceptions to these rules as
well.
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Technical
committees-------------------------------

Exhibit
The evolving role
of a managing partner

Firm administrator________________________________
Executive committee_______________
Managing partner__________________________________________________________
$500,000

$2,000,000

$1,000,000

Define needs
Management: problem
solving, decision making,
policy setting

Design/develop systems
Implement systems

Administration: solution/
policy implementation,
modification and
maintenance

Modify systems

Maintain systems

Personal production
(Chargeable hours)

1500

1200

700

400

300

Practice management
Management
Administration

400

900

1200

1100

1000

Personal development
Expertise building
CPE

150

200

200

200

200

Practice development
Public relations
Client relations
Total

300

300

400

600

700

2350

2600

2500

2300

2200

Note: These hours are offered as a guide only. They are based on nationally available statistics and experiences. They do not
necessarily represent reported (time sheet) hours, but may represent a "sense” of unrecorded time as well.

one's own creation. Often the managing partner
thinks that nobody can do it better.
To make the function work, the position must be
flexible so as not to be restrictive. (See exhibit
above). Schedule the establishment of the managing
partner position to help ease the transition of au
thority and responsibilities. Consider limiting the
term of office and set up procedures for evaluating
performance, goals and the handling of special
projects.

Special problems of the 1980s
and how to deal with them
Quality control, changing ethics, "new products,”
new services and new trends in practice develop
ment are likely to remain important issues to local

firms during the remainder of the decade. The man
aging partner has an important role in all three
areas and must make sure that all partners are in
volved in coping with the changes and with develop
ing the appropriate firm philosophy.
In addition to the other characteristics, pre
viously mentioned, the managing partner of the
1980s must be adaptive and willing to consider new
ideas. He or she must be able to recognize and react
to the "future shock” of the profession and be inno
vative in both developing new approaches and in
willingness to let go of tradition when it is appropri
ate to do so. The new managing partner must be
mentally young but emotionally mature, less pro
tective of personal ideas and less rigid about past
decisions. He or she must be willing to share and
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acknowledge the needs of younger partners, and,
importantly, be able to view the profession and the
role of individual CPAs in broad terms. [7]

—by Eugene M. Cohen
E.M. Cohen Associates, Inc.
P.O. Box 31759
Seattle, Washington 98103

THE ART OF LEADERSHIP
Leadership is an art, not a science, and comes in
many styles, each of which may be effective in dif
ferent situations. In a professional-service firm, for
example, technical expertise may be viewed as the
leadership style that is needed. In a field such as
politics, a charismatic style may be best. Lead
ership based on instilling fear in employees may
work over the short term in some firms while a
rapier wit may produce the desired results in others.
Leadership qualities are rare, and having part
ners with such traits can spell success for a firm.
There is obviously no simple blueprint for those
who want to hone their skills; some people are more
effective leaders than others because of what they
do, rather than what they believe. Nevertheless, for
partners who want to improve their leadership
qualities, the following ideas might be helpful.
□ Be dedicated. Leaders must be dedicated to
their own beliefs in order to be effective. Dedi
cation is a commanding force that elicits com
mitment from those who choose to follow.
□ Be supportive. Management systems should be
designed to encourage employees to achieve
desired results, rather than focusing on pre
venting errors and problems from occurring.
Most people will respond to the rewards
offered by the system and need only guidance,
not control. In such situations, the leadership
role can be a more supportive one.
□ Earn trust and respect. Trust and respect can
not be commanded or bought; they must be
earned through fairness, consistency, and
reliability. People generally prefer to follow
someone who is consistent even if they disagree
with a particular decision.
□ Allow others to learn and make mistakes.
Really caring about staff means giving people
the opportunity to gain needed experience. A
mentor relationship may accelerate the
development, but at some point staff members
must be allowed to progress on their own.
□ Balance individuals’ and the firm’s needs. A
leader must do this. The firm’s needs include
specific levels of individual performance, and
the option of allocating work to the person best
suited for it.
Attending to the firm’s needs is essential if
the firm is to use its resources well and gener-
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ate results. Results count. Without results
there is no profit, and without profit there is no
firm.
A good leader doesn’t just focus on results,
though. Successful firms typically pay compet
itive salaries, train people to do their jobs well,
and follow a reasonable work schedule that
allows time for recreation and rest. Everyone
benefits from this—it usually results in firm
growth and profitability and provides chal
lenging careers for staff.
□ Develop ethical relationships. Leadership
characteristics include understanding other
people’s values and establishing strong, ethical
relationships with employees and clients. It
also means believing in tapping and develop
ing people’s capabilities and working toward
achieving something beyond the ordinary.
Different styles

The managing partner of a successful Midwestern
CPA firm embodies many of these ideals. This
approach has created a warm, family-style relation
ship that translates into a high level of employee
service. An open-door policy fosters communica
tion, and employees are encouraged to suggest ser
vice improvements. The clients are the real
beneficiaries of this leadership style.
At another firm on the East Coast, the managing
partner has a different but equally effective lead
ership style. He strives to take special care of all
people—employees and clients alike. Despite a hec
tic travel schedule, this managing partner makes
time available in which to get to know people and
discuss matters with them, and, in effect, serves as a
positive role model. In return, high standards of
service and care are expected of everyone who
wishes to become a member of the firm.
Firms like these demand commitment and perfor
mance.from their people. The relationships and
expectations, however, are based on a foundation of
mutual trust, responsibility, and respect. Thus, the
rights of both individual and firm are balanced.
If the power of leadership is abused, employees
will try to avoid that partner and will act out of fear
rather than out of respect. The partner will
ultimately fail the one real test of leadership—the
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ability to maintain loyal and committed followers
when the chips are down.
Leadership carries a high degree of responsibility
for the well-being of others, and it can be a hum
bling experience. Partners who are so privileged
must use their power wisely, for they are ultimately

dependent on others for the leadership role they
have.
—by Jay N. Nisberg
Jay Nisberg & Associates
14 Pelham Lane
Ridgefield, Connecticut 06877

THE MANAGING PARTNER—PLANNING FOR SUCCESSION (PART 1)
Before going into planning for succession of the
managing partners responsibilities, I think it ap
propriate to review some of those responsibilities as
I see them and have experienced them.
Our firm—Wiss & Company—is a single-office
New Jersey firm, formed in 1969 by the merger of
three small, local firms. At that time, we had 8
partners, about 16 professional staff and a half
dozen clerical personnel. Our combined fees of
slightly over $700,000 consisted mostly of review
and compilation work and a lot of tax work for
small- to medium-size businesses.
In the 16 years that have elapsed, we have grown to
over 100 people including 15 partners plus about 60
professional staff and 25 administrative personnel.
Apart from the increase in the number of people, our
practice has changed dramatically in many other
ways—all to the good.
Obviously, the specific duties of a managing part
ner will vary from firm to firm, depending upon
size, the nature of practice, the number of offices,
the geographic location and many other factors. It is
fair to say, however, that the most successful CPA
partnerships operate with a managing partner who
is responsible for the overall operations of the firm
and, usually, with other partners in charge of vari
ous departments such as tax, accounting and audit
ing, MAS and, perhaps, specific industries.
The managing partners responsibilities include
administration of the practice, relationships with
other people in the firm, practice development and
quality control. Other responsibilities include mer
gers and acquisitions and guiding the firm in the
development and implementation of a philosophy
and long-range goals. The managing partner must
also interact with the partners in charge of firm
departments and specialties and, if applicable, su
pervise branch or satellite offices.
A while back, someone asked me what a managing
partner must do to turn the job over to someone else.
I gave two quick—and I think, accurate—answers:
(1) Pull the firm's act together; (2) Pick the right
person as successor.
Many things were done over the years to bring our
act together. I will discuss these first because they
are not only a prerequisite to training a successor;
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they also helped maximize our firm’s profitability.
Let’s look at some of the managing partner’s respon
sibilities as they developed in our firm.
Administration

We believe financial and statistical information
should be maintained using the accrual method of
accounting and following the AICPA-recommended
chart of accounts. Our records, like those of many
other firms, are maintained on an in-house com
puter, and each month all partners receive the infor
mation on time and expenses that provides the basis
for client billing, plus schedules on aged accounts
receivable, production reports, tax-due lists and a
host of other items.
The managing partner uses this information to
make sure that, for example, time charges and costs
are being promptly billed and at proper amounts,
that accounts receivable are in control and are being
collected on a timely basis, and that partner and
staff nonchargeable time is not excessive. Quarterly
financial statements are prepared on the accrual
method and distributed to all partners, and key
financial and statistical data are distributed each
month so that partners have an up-to-date
awareness of what is happening in the firm.
In our firm, the partner in charge of the client
does the billing. He is accountable, however, to the
managing partner and to all of the other partners
for maintaining the firm’s standards for timeliness
of billings and for achieving our standards for real
ization rates.
We use new-account setup checklists whenever a
new client is engaged. After ascertaining that there
are no apparent problems in representing the client
and reviewing the form for completeness, the man
aging partner must sign it upon accepting the client.
Even then, final approval on the acceptance of the
client and the proposed credit limit rests with the
executive committee. The assignment of personnel
to the engagement is made by the managing partner
or by someone under his supervision after discus
sion with the partner in charge of the account.
Through a firm-developed computer program, we
keep information, on total-firm and per-partner
basis, on all new clients that have been engaged by
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the firm throughout the year. This shows the nature
of the clients business, the type of service we are to
provide and the referral source, and is helpful dur
ing partner evaluations and reviews of the entire
practice. We also use another checklist that shows
why business was lost and provides information
about the net results of each partners practice de
velopment activities.
At some point, as a firm grows, it will need more
office space and additional office equipment. This,
too, is an area of responsibility for the managing
partner; it is, however, one where outside experts
can and should be used. Space designers and archi
tects are far more proficient than CPAs in designing
major additions or redecorating existing space.
Also, real estate agents have a better grasp on avail
able office space and can be quite helpful in nego
tiating new leases.
The managing partner should make certain that
the firm’s insurance requirements are reviewed with
its broker at least annually for adequacy of coverage
and the most favorable rates. Professional liability
insurance—one of the most important types of
coverage—may require more frequent review of
possible beneficial or adverse changes on premium
rates and coverage.
Partners’ life and long-term disability insurance is
mandatory in our firm to fund the payouts covered
by our partnership agreement. Therefore, coverage
requirements are determined each year, and meet
ings about obtaining this coverage at the most
favorable premium costs are held with agents. The
managing partner is also involved in obtaining or
adding the best available group insurance coverage
at the lowest possible cost for both employees and
partners.
Because the managing partner is so heavily in
volved in interpersonal relationships, good methods
of communication are extremely important. We
publish both a staff and a partner/manager memo
randum twice a month and a client newsletter at
least four or five times a year. We also produce re
cruiting and facilities brochures and policy and pro
cedures manuals.
There is one other administrative responsibility
that should be mentioned—that is, legal matters.
Obviously, the managing partner should work with
counsel involving litigation, drawing and/or amend
ing contracts such as the partnership agreement,
leases and merger or demerger agreements. The
managing partner should also respond to sub
poenas regarding clients' affairs and should notify
and engage counsel whenever appropriate.
Personnel management
In the early years of my tenure as managing partner,
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I was involved in all aspects of personnel manage
ment. As the firm grew, we hired a personnel direc
tor who took over most of the staff personnel
functions under my direction and supervision. In
later years, the personnel functions were taken over
by a young partner.
Whether the managing partner of your firm is
directly involved in personnel matters or supervises
them, personnel responsibilities are among the
most important in the firm. Recruiting, however, is
a function which can, and often should, be delegated
to younger people in the firm—and not even neces
sarily to partners. The managing partner, nev
ertheless, must still determine the projected firm
growth rate and staff turnover and, based upon
those factors, identify the need for various new
personnel.
Another responsibility taken over by our person
nel partner was the firm’s continuing professional
education program. While New Jersey is not a man
datory CPE state, our firm is a member of the private
companies and the SEC practice sections of the
AICPA division for CPA firms, and each professional
is required to have 120 hours of CPE every three
years. This involves a significant amount of plan
ning, implementation, coordination, evaluation and
record keeping.
All firms must stay abreast of prevailing salary
rates and fringe benefits in order to obtain and keep
qualified, competent personnel. The managing
partner can obtain such knowledge through state
society activity and via surveys and communication
with other accounting firms. Because personnel pol
icies and fringe benefits are so important to the
firm's employees, they should be available in writ
ten form so that misunderstandings can be avoided
and questions answered. Any changes to the policies
should be communicated in a timely manner.
Depending on the size of the firm, the managing
partner should conduct the staff evaluations or re
view the end results with those who have conducted
the evaluation meetings. The face-to-face evalua
tions of young staff members is an important re
sponsibility that can and should be delegated to
others, particularly to younger partners or
managers.

Partners
The managing partner is generally responsible for
the periodic review and updating of the partnership
agreement. At Wiss, copies of the agreement and all
amendments are distributed to each partner. (An
article dealing with our firm's partnership agree
ment appeared in the February 1983 Practicing
CPA.)
At our firm, the managing partner surveys the
other partners for recommendations of staff mem-
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bers to be considered for partner status. The results
are summarized and forwarded to the executive
committee, which determines who should be voted
upon by the partners. If new partners are elected,
the managing partner deals with all of the admis
sion issues, such as indoctrination as a partner, an
nouncements, business cards and capital account.
The compensation and capital requirements of all
partners, new and existing, are established by our
firm's executive committee. The managing partner
implements its decisions. All partners income tax
payments are made by the firm as a charge to their
draw accounts to avoid the possibility of a partner's
becoming delinquent in his tax payments.
Partner evaluation is one of the more difficult
responsibilities of the managing partner. Not that
he should do it alone. The evaluation should involve
a number of partners, and, at Wiss, the task is han
dled by the executive committee.
The managing partner establishes the agenda and
serves as chairman at executive committee and
partner meetings. The agenda and any pertinent
information are distributed to relevant partners in

advance, but it is the managing partner who imple
ments the policies and decisions adopted.

Practice development and quality control
Suffice to say, the managing partner is generally
involved in all areas of the firm’s growth and de
velopment. This would include expanding services
to present clients and obtaining new ones. The im
portance of new clients and the techniques for de
veloping new business should be regularly conveyed
to all staff. The managing partner should also be
involved in acquisitions and mergers from the
standpoint of negotiation, contract and imple
mentation.
While I am not going to discuss the nine elements
of quality control that were published as part of SAS
no. 4, I would urge every managing partner and
aspiring managing partner to be thoroughly famil
iar with these guidelines. They are the cornerstone
for a well-managed, growing and profitable profes
sional firm.
—by Daniel S. Goldberg, CPA
Livingston, New Jersey

THE MANAGING PARTNER—PLANNING FOR SUCCESSION (PART 2)
What are the types of leaders who can best head a
CPA firm that wishes to grow? Dr. Harold J. Leavitt,
a professor of organizational behavior at Stanford
University ’s Graduate School of Business, describes
three types of managers. One is the doer who makes
things work in business. Such managers have to deal
with and achieve their aims through people. An
other is the thinker who analyzes and solves prob
lems. Dr. Leavitt points out that most of todays
graduate business schools produce this type of man
ager. The third group is the visionaries. These are
people who can describe a future and, taking risks,
lead others toward it.
In an accounting firm, the ideal managing part
ner should have the attributes of all three of these
types of leaders. He or she should certainly be able
to get things done and make the firm run smoothly.
Accountants are problem solvers, so that attribute
would almost certainly be there. And, it is to be
hoped, he or she would be enough of the visionary to
recognize the need to deal with an ever-changing
future as well as the past and the present. I doubt
anyone would argue with the attributes of lead
ership that Eugene Cohen stated are required for the
job in his article "The Managing Partner,” which
was published in the July 1984 issue of the Practicing
CPA. Because they are so important, I will restate
some of them with a few additions of my own.
The ideal managing partner is the person who

March 1985

really wants the job and who is dedicated to making
the one-firm concept work. He should enjoy the
respect and confidence of the other partners of the
firm and of the professional and support staff. To
quote from another article, "What Makes a Manag
ing Partner," by John W. Parson in the September
1977 issue of the Journal of Accountancy, "All suc
cessful managing partners have strong mobility
drives. They feel the necessity to move continually
upward and to accumulate the rewards of increased
accomplishment." In the course of a day, a week, a
month, a year, many alternative courses of action
have to be considered and decisions made and acted
upon. Obviously, the managing partner must be a
decisive person.
The managing partner should like to plan,
organize and make things happen. Many of the ma
jor policy decisions of the firm should result from
recommendations he will make to his partners or to
an executive committee. But, by the same token, he
cannot run a one-man show. If the firm is to grow
and he is to do his job well, he should delegate a lot
of the detail work.
Choosing and grooming a successor

Mr. Cohen also said that "managing partners must
be willing to train over a period of several years and
be willing to handle stress." Maturity will provide a
person with good judgment and the ability to han-
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dle stress, which is part of the job. Maturity, how
ever, does not necessarily follow an age pattern. In
fact, maturity of judgment should be apparent in
the early career stages of your staff accountants and
younger partners. What that simply means is that
you should have a wealth of talent among the youn
ger people in your organization who can become
qualified to take over your job. If you don’t, you have
probably done a lackluster job in hiring.
There is no definitive answer to the question
“How long should the managing partner fill the
position?” The more important question to be asked
is "What is best for the firm?" The answer to that
depends on many factors, including how well the
incumbent does the job, when he or she is ready to
leave and when a successor is ready to take over.
The partnership agreement may provide one an
swer. Ours provides that the managing partner shall
serve in that capacity for a period of five years unless
removed earlier by the partners. It also states that
the managing partner can be reelected for two addi
tional five-year terms.
Another factor relevant to succession is the con
tinuity of the firm and its leadership. Many of us
have known firms that were unable to continue in
their original form because they failed to develop
partners who could take over the leadership reins.
Some of these firms have broken up leaving the
founding partners without their anticipated retire
ment protection and benefits. Some have merged
upstream into larger firms, thereby preserving the
retirement benefits for the older partners, but the
younger ones have sometimes suffered in this pro
cess. I believe the obvious answer for many local
firms is to grow either internally or externally but
always with the objective of continuity. And if
continuity is to take place, leadership must be
developed.
An essential ingredient for succession is providing
adequate time for the training of the new managing
partner because it does take time. Several years are
required for a candidate to develop and demon
strate the needed managerial skills. And after be
coming the new managing partner, time is still
required to make sure the firm has the right person
in the job. To the best of my knowledge, there is no
college or university curriculum that offers training
in the management of an accounting practice. But
even if there are courses, the greatest benefit will
probably come from on-the-job training.
There are, of course, personal factors involved in
succession. Age and health may dictate when the
current managing partner should turn over respon
sibilities to another person. We accountants are no
different from athletes in that respect. There is an
age at which our performance is not as good as it
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used to be, and our health is not what it was. This
reality must be recognized because it is appropriate
for the managing partner to step down while still in
good health and able to contribute to the transition
of leadership to the new managing partner.
Other factors determining when the transition
takes place might be that the managing partner is
interested in another area of the firm's practice or
wishes to take advantage of some outside oppor
tunity such as business, education or politics. Job
satisfaction or dissatisfaction can also be a determi
nant. No one ever said that being managing partner
is a piece of cake. It has its stresses, boring elements
and frustrations as well as offering a great sense of
accomplishment and satisfaction. But when the bad
days far outnumber the good days, it is time to
recognize that change must take place and that it
must be planned if the firm is to continue as a viable
organization.
Picking a time objective for transition

Once you realize that you're not going to do the job
forever, you should start picking a successor. This
will be long before anyone has been identified as the
logical successor, but the eventual choice will be
someone involved in some aspects of firm adminis
tration and practice development. If you are lucky,
you will have more than one prospect among your
partners, and if you are luckier still, and have done
your job well, there will be other candidates for the
position when your successor is ready to step down.
Next comes the transition. You might wonder how
this took place at Wiss & Company and how the
change was announced. I announced my decision to
step down, first to the executive committee and then
to the entire partnership. My successor was easily
selected because of the respect he had earned while
working himself up through the staff ranks, as a
general services partner, and in the period of time
he handled other administrative responsibilities.
Announcement was made to our professional per
sonnel at a staff meeting and through our staff
memorandum, to our clients through a lead article
and pictures in the firm’s client newsletter and to
the public through news releases to newspapers and
other periodicals.
During the first year of transition, I worked very
closely with my successor by spending several hun
dred hours in the transition process. By the second
year, this time dropped significantly although I con
tinued as a member of the executive committee. I
have since declined reelection to make room for a
younger partner on the executive committee.
My transition has enabled me, as ex-managing
partner, to devote more time to practice develop
ment, client responsibilities, professional and civic
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affairs and to have an easier life. In the area of
practice development, I’ve been able to bring in a
significant amount of new business to the firm, have
been heavily involved in our new merger and in the
setting up of client and banker seminars that we
conducted on the 1984 tax reform act.
To conclude, I will simply restate that, as manag
ing partner, it is essential that you put your firm's
affairs into apple-pie order so that someone else
could take over your job tomorrow morning and
have a clear, guided path to follow. That means your
internal records and reporting system should give
you accurate and timely information, enabling the
firm to operate efficiently and profitably; that you
have a good, updated partnership agreement; that

personnel policies are well established and avail
able in a policy and procedures manual; and that
there are written job descriptions for every admin
istrative responsibility, including your own.
Finally, it is your job as managing partner to iden
tify another managing partner, give him enough
responsibility to learn part of your job and want to
be your successor. Then, your firm will neither
flounder nor fail for lack of leadership. Instead, it
will grow and flourish and make you proud that you
have fulfilled your final and major responsibility,
namely, transferring the mantle of leadership to
your successor.
—by Daniel S. Goldberg, CPA
Livingston, New Jersey
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PARTNERSHIP AGREEMENTS

A LOOK AT ONE FIRM’S PARTNERSHIP AGREEMENT
During my first 10 years in partnership, my partner
and I lived without an agreement. We were young, a
little naive about catastrophe but very keen on
building a good practice. Fortunately, we never had
a problem that couldn’t be worked out by discus
sion. But neither did we ever have to deal with the
issues of death, disability, retirement, withdrawal,
dissolution, expulsion or any of the many other
problems that can arise in a partnership.
The need for a formal agreement did arise when
we admitted two managers to the partnership. Our
first agreement, a nine-page document, addressed
many of the basics, such as profit distributions,
death and disability, etc., but we shirked the gut
issues. Reference was intentionally omitted on any
settlement regarding expulsion, withdrawal and/or
retirement, foolishly leaving those issues subject to
later negotiation. Once again, we were lucky be
cause we never had to negotiate any of those
matters.
But now, 20 years after the founding of the firm,
with 12 partners and almost one hundred people in
all, we have an entirely different type of agreement.
Our current partnership agreement addresses the
very points we avoided earlier and provides what we
believe is an equitable solution to any problems that
might arise. We also believe that a good partnership
agreement should go beyond just dealing with po
tential problems but should also cover partners’ re
sponsibilities and authority restrictions, firm
finances and a host of other issues. Here are some of
the more important provisions of our firm’s part
nership agreement that you might find helpful when
planning or revising your firm’s agreement.
An executive committee, which is accountable to
all of the partners, is responsible for the overall
management of the partnership. It makes all policy
decisions except for those major issues which are
expressly reserved for the partners.
Each partner is entitled to one vote for each in
come participating unit (IPU) held on the date of the
meeting, and the voting is measured on the basis of
the votes actually cast.
The executive committee determines the firm’s
required capital at the beginning of each fiscal year
with each partner being responsible for his propor
tionate share — the share being based on the ratio of
his IPUs to the total IPUs issued.
IPUs are similar to shares of stock in that the
number of them is open-ended. They are easier to
deal with than percentages because, for one thing,
an individual partner’s IPUs may be increased or
decreased without making offsetting changes to
other partners’.
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Our agreement provides that our income shall be
distributed under a three-step formula. First, each
partner is credited quarterly with interest on his
accrual basis capital account using bank loan inter
est rates. Next, we set aside a percentage of the firm’s
net income until year-end as a profit pool. The pool
is allocated by the executive committee after its
members complete their annual evaluation of all
partners using objective and subjective criteria. Any
portion of the pool not specifically allocated is cred
ited to all of the partners in accordance with their
IPUs. Finally, all other profit is distributed to each
partner based upon the ratio of his IPUs to the total.
We don't provide for partner salaries. We prefer to
use total earnings in determining each partners
worth to the firm and to himself, and the relation
ship of his earnings to other partners'.
Drawings are determined by the executive com
mittee after the financial forecast has been ap
proved and the capital requirements for the year
have been established. To be on the conservative
side, we withhold part of the forecasted profits and
we update at midyear.
Partners are reimbursed for reasonable firm ex
penses paid from personal funds. They must also
maintain a $3 million umbrella liability policy at
their own expense to protect themselves and the
firm.
No partner can obligate the partnership by note,
mortgage, lease, pledge, etc., or give any written or
oral partnership guaranty without the consent of
the executive committee or the partnership. Part
ners may not serve as officers or directors of any
corporation, except nonprofit corporations, without
the consent of the executive committee. Partners
must also maintain membership in the AICPA and
in such state societies as the executive committee
shall designate.
Our agreement provides for the termination of a
partner’s interest under five circumstances: death,
disability, retirement, withdrawal and expulsion.
Under any of these circumstances, the former part
ner is entitled to his adjusted accrual basis capital
account as of the date of his termination. The special
adjustments made as of that date include the part
ner’s share of the following:
□ The carrying value of publicly owned se
curities held by the partnership will be ad
justed to market.
□ Securities of closely held corporations or inter
ests in other partnerships will be valued ac
cording to the buy/sell agreements. If there are
no buy/sell agreements, valuation will be by
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written agreement among the partners, and if
that does not exist, by arbitration.
□ Real estate is valued by a written agreement. If
the valuation is more than three years old, a
new value must be determined based upon the
average of three appraisals made within 60
days after the date of termination.
□ The cash values on any life insurance policies
are listed, although the proceeds of the life
insurance policies are not.
□ If a suit has been filed against the firm within
90 days after the date of termination, or the
firm has knowledge of a threatened suit, the
partnership will withhold the former partner's
pro rata share of the potential liability, includ
ing expenses, until settlement of the litigation.
In addition to the capital account, an amount
shall be paid to the estate of a deceased partner or to
a permanently disabled or retired partner, but not
to an expelled partner or one who has withdrawn
under some provision other than disability or retire
ment. This amount is based upon the former part
ner's average annual income. In the event of
disability or death, the amount payable will depend
on how long he has been a partner.
When a partner dies, his capital account, includ
ing interest, is paid to his estate in 12 equal monthly
installments starting 90 days after his death. Con
versely if his capital account is in a deficit position,
the estate must pay the deficit to the firm within 120
days after the date of death. Any payments to a
deceased partner's estate in excess of his cash basis
capital account are considered guaranteed under
the provisions of section 736 (a) of the Internal Reve
nue Code of 1954. Thus, they are deductible by the
firm and taxable as ordinary income to the
recipient.
The timing and amount of the additional payment
will depend upon the extent of insurance coverage
on a deceased partners life. Within 15 days after the
firm collects the insurance proceeds, half of it must
be paid to the estate of the deceased partner. The
balance is held by the partnership—but segregated
from its general funds—until a final determination
is made of his capital account and additional
amount. If the amount due to the deceased partner
is at least equal to the remaining half of the insur
ance proceeds, the balance will be turned over to his
estate within 30 days after final determination of the
liability. Any uninsured amount will be paid in 60
equal monthly installments, without interest, start
ing six months after the date of his death. That
uninsured amount will also be treated as a guaran
teed payment for tax purposes. On the other hand, if
the amount due is less than the remaining insurance
proceeds (i.e., the 50 percent portion), then only the

unpaid balance will be paid to the estate, and the
estate shall have no claim to the excess proceeds
which will remain with the firm.
If a partner is considered permanently disabled
(and that involves a disability for 365 days in any
426-day period—i.e., 12 of 14 months), the firm then
establishes his date of termination and computes
the amount due him. A disabled partners capital
account will be paid in 12 equal monthly install
ments, and payments by the firm will be tax deduct
ible to the extent they exceed the partners cash
basis capital account. The additional amount will
be paid over six years in equal monthly install
ments, without interest, following the date of
termination.
A partner must retire at the end of the fiscal year
following his sixty-fifth birthday. If he has been a
partner for more than 10 years and has attained the
age of 50, he may elect early retirement. His capital
account will be paid to him in 12 equal monthly
installments, including interest, starting on the
fourth month following the termination date. If his
adjusted capital account is in a deficit position, the
deficit will apply against any additional amount
due him. The additional amount will be paid over 10
years in equal monthly installments, without inter
est, starting one month after the firm has paid off
the capital account.
Another important provision in the retirement
section of our partnership agreement is the restric
tive covenant. The retired partner is precluded from
engaging in the practice of public accounting for 11
years after his termination anywhere in the tri-state
area where we have the bulk of our practice. He can
serve as an executor of an estate or as a trustee of a
trust, and he can be employed by a client but only
with the consent of the executive committee. In the
event he does reengage in public or private account
ing, he shall be considered to have breached the
agreement and shall forfeit all remaining amounts
due him and may be subject to legal remedies by the
firm.
Our agreement acknowledges that the right to
render professional services to all clients of the firm
and the work papers pertaining to those clients be
long to the firm and not to any individual partner.
The agreement contains a formula for determining
the price a withdrawing or expelled partner shall
pay the firm for clients he takes with him.
The AICPA Management of an Accounting Practice
Handbook contains an excellent chapter on part
nership agreements, including sample terminology
and sample agreements (see chapter no. 401). It can
serve as a good guide for firms that are planning to
draw up or revise partnership agreements.
However, nothing should be adopted lock, stock and
barrel.
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In fact, the introduction to this chapter states that
firms should not attempt to draft their own agree
ments without consulting legal counsel as to the
legality and enforceability of the proposed provi
sions and suggests obtaining advice on local re
quirements and assistance in the preparation and
periodic review of the agreements.
The bottom line of all this is that each firm should
have a well-planned partnership agreement which
reflects the philosophy of the individual firm, covers

EXECUTIVE COMMITTEE CHARTER
As part of a story, “Managing the Organization,”
that appeared in last month’s Practicing CPA, we
published a managing partner position description
supplied by Dalton, Pennell & Co. of Lynchburg,
Virginia. Here is the same firm’s executive com
mittee charter.

The executive committee, as the governing body
of the firm, is responsible to the partners for the
overall operations of the practice. Decisions and
actions of the committee shall be for the benefit
of the partnership and the mutual well-being of
all its members.
Provisions of this charter include:

Membership
The committee shall consist of three partners,
appointed by the partnership, serving rotating
three-year terms. A member may succeed himself
for one three-year term; then be eligible for reelection after one year. The managing partner
shall serve as an ex officio member of the commit
tee without vote.
Membership on the executive committee will
generally preclude simultaneous service as part
ner-in-charge of an office. Each member shall serve
as chairman in the last year of his current term.
To ensure its own successful operation, the com
mittee shall develop, endorse and subscribe to
rules of operation, including:

Operations
□ The committee shall develop, publish and main
tain such policies and procedures concerning
its activities as will ensure continuity and suc
cessful operation.
□ The committee shall maintain minutes and
other historical records of its operations and
those of the partnership. The managing partner

shall be the custodian of the official copies of
these documents.
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as many contingencies as possible and is broad
enough to deal with changes—particularly growth.
Finally, the agreement should be drawn up by an
attorney who is familar with the problems and re
quirements of professional practices, and the part
ners must agree that it is not cast in stone but that it
can be reviewed and changed as necessary.
-by Daniel S. Goldberg, CPA
Livingston, New Jersey

October 1981
□ A report on committee activities shall be pub
lished and distributed to the partners as
deemed necessary by the committee, but no less
often than quarterly.
□ The committee normally shall implement its
decisions and actions through the managing
partner. The committee may seek information
directly as it deems necessary to fulfill its re
sponsibilities to the partnership.
□ The managing partner shall sit, as an ex officio
member, at all committee meetings.
□ Regular committee meetings shall be held at
least once each quarter.
□ The chairman of the executive committee shall
call special meetings on the request of any
committee member.
□ A quorum to transact business shall consist of
three members of the committee (which may
include the managing partner). A unanimous
vote of all three voting committee members
shall be necessary to pass or adopt.
□ The committee may vest in the managing part
ner the authority to act on its behalf in specific
situations.
□ The partnership will elect a partner to fill the
unexpired term created by a vacating commit
tee member within thirty days.
□ Committee member removal shall require a
vote of the partnership.
□ The committee shall submit to the partnership
for approval any additions, changes or dele
tions to this charter.
□ The committee shall generally support the
office of the managing partner, description of
the managing partner position, and actions and
decisions implemented by the managing part
ner.
The committee shall be vested by the partner
ship with the necessary authority to accomplish
its responsibilities. Authority shall include:

78

THE PRACTICING CPA ON PARTNERS AND PERSONNEL

Functions
Organization
□ Develop committee procedures to monitor and
enforce policies adopted by the partnership and
executive committee, and other actions imple
mented by the managing partner.
□ Approve the appointment of technical commit
tee members on the recommendation of the
managing partner.
□ Review and monitor technical committee ac
tivities and programs.
□ Make nominations to the partnership for the
position of managing partner, and act on rec
ommendations of the managing partner for
positions of partner-in-charge of local offices
and technical committee members.
□ Receive drafts of technical committee reports
and recommendations and act upon them.
□ Review and approve personnel assignment rec
ommendations made by the managing partner.
□ Develop annual firmwide goals, timetables and
results for acceptance by the partnership.
□ Recommend to the partnership actions con
cerning acquisitions, mergers, opening of new
offices or the closing of an office.

Finance
□ Define and recommend to the partnership for
approval salary and compensation guidelines
and formulas for partners and staff.
□ Approve compensation for staff and determine
compensation of partners in accordance with
approved guidelines and formulas.
□ Review, approve, monitor and enforce firm
budgets, including capital expenditures, debt
structure and cash flow.
□ Approve unbudgeted capital expenditures in
excess of $200 per item and approve increase
in debt structure.
□ Review and approve all unbudgeted leasehold
improvements, rent or lease agreements and
blanket-purchase orders.

Administration
□ Approve and endorse all major administrative
policies.
□ Make available to the partnership its policies,
decisions and actions by publishing and main
taining a section in the partners’ manual.
□ Establish reporting systems to be maintained
by the managing partner for communicating
financial data, policy decisions and perform
ance results.
□ Charge the managing partner with specific re
sponsibilities and authority for the manage
ment of the practice, including standards, man
uals, policies, fiscal management, goals and
other functions and programs as set forth in the
managing partner position description.
□ Review and evaluate the performance of the
managing partner.
Partnership
□ Define and recommend profit distribution
guidelines to the partnership for implementa
tion by the executive committee.
□ Make recommendations to the partnership re
garding changes in the partnership agreement.
□ Approve, review and evaluate firmwide and in
dividual goals programs and performance.
□ Determine and recommend actions to the part
nership concerning withdrawal, incapacity, in
voluntary retirement of partners consistent
with provisions of the partnership agreement.
□ Recommend admission of new partners to the
partnership.
□ The executive committee shall perform such
other acts, not specifically prohibited, to imple
ment decisions and take actions for the welfare
of the partnership and its members.
The executive committee shall continuously be
aware that it serves at the pleasure of the partner
ship, and therefore must function in accordance
with sound business practices, in a prudent man
ner and for the benefit of the firm.
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INCREASING YOUR RETURN PER PARTNER HOUR
Time is one of a local firm’s significant assets. Why
then is it managed so loosely? Partly because most
efforts at time management are made on an indi
vidual basis, when a firmwide approach would
have far better results. By involving other people
and getting them to take responsibility for making
the best use of time, you can achieve the discipline
that is necessary for successful overall time man
agement.

Long-term planning
The results you want, however, cannot be obtained
without long-range plans (months and years) and
goals. Without these, the expression "time
wasters” has no meaning.
So start with partners' goals for a one- to threeyear period. Plans for attaining these goals should
be written down and communicated to all staff
members. Finally, you must monitor progress to
make sure the plan is being followed and that
things are really happening.
Time can be wasted by letting the firm become
understaffed, by continuing an undesirable client
or work mix, by failing to provide the right type
of administrative and management systems for
a firm of your size, by being in a facility of the
wrong size or location and by engaging in wheel
spinning debates over mergers and acquisitions.

Intermediate-term planning

Over the intermediate term (days and weeks),
schedules, intermediate-range plans and priority
lists (to-do lists) are the time management tools
you need. These should be set weekly for the firm
and daily for individuals. It is a good idea to take
the things you have to do in a given week and
assign A-B-C priorities to them. This helps you
assess their urgency and values. (See "Musings
from Maine” in the December 1977 issue.) Also,
delegation is a powerful tool for increasing the
return per partner hour. Partners spending time
on staff-level work are doing a disservice to the
firm, their clients and their staff. As with longrange plans, follow-up analysis of intermediateterm plans is essential.
Neglecting to take the above steps can result
in your wasting time putting out fires, in non
productive staff time and in excessive clerical turn
over due to unreasonable demands for overtime

or rush work. Failure to take these time-saving
steps might even mean that you’ll keep a $20,000client waiting while you service $200 tax returns.

October 1980

Short-term planning

Better time management over the short term
(minutes and hours) can be achieved through todo lists, discipline and time awareness. Because
of the need for discipline, frequent reminders are
necessary to keep everyone time-efficient. Recog
nition and behavioral modification techniques
help here.
The whole firm must be involved in the time
saving efforts. Partners can work as a team with
their secretaries in setting up and keeping to pri
orities. In addition, the managing partner must
put pressure on everyone in the firm to avoid timewasters. One helpful technique is to use pre-set
time targets, analyzing them periodically for rea
sonableness.
Failure to take these steps results in such easily
recognizable time-wasters as excessive casual con
versation and longer periods than necessary being

Some Time Savers

□ Plan and schedule work.
□ Break up large tasks into parts. Get one
done and schedule the remainder.
□ Recognize and deal with procrastination.
□ Skim or speed read.
□ Write down obligations.
□ Confirm appointments.
□ Group together meetings and phone calls.
□ Examine office for efficiency and comfort.
□ Don’t let paperwork pile up.
□ Determine why interruptions occur.
□ Set time limits on phone calls.
□ Use timers and portable dictating equip
ment.
□ Use daily checklists to review effective use
of time.
spent reading and writing. It also results in need
less time being squandered on decision making,
interruptions, procrastination and meetings.
To put the time-management concept into prac
tice:
□ Assess the trust level between partners and
staff. If low, work to raise it before attempt
ing firmwide time management, otherwise
your efforts will be resisted.
□ Have everyone in the firm read one or two
books on time management.

82

THE PRACTICING CPA ON PARTNERS AND PERSONNEL

□ Request that each staff member keep a rec
ord of how his or her time is spent over a
period of five working days.
□ Ask everyone to write an individual plan
incorporating at least three personal timemanagement techniques.
□ Hold a meeting of all employees to discuss
the time-management techniques working
groups will use.
□ Monitor the progress of individual and group
time-management techniques. Make one per
son responsible for seeing that suggestions
are (a) practical and (b) followed.
□ Starting with the next planning cycle, re

quire a time budget of all staff and partners.
This should list chargeable hours antici
pated for the coming year and the allocation
of all other firm time among their areas of
responsibility. Actual time versus budgeted
time should be reported monthly.
One last thought on saving time: set up the
firm’s timekeeping system so that it promotes
analysis of nonchargeable time. Keep in mind that
the value of a partner-hour spent on practice man
agement or practice development is even higher
than that partner’s billing rate.
-by Robert B. Martin
Martin & Associates
Arvada, Colorado

STAFF/PARTNER RATIOS
What is the right staff/partner ratio for a local CPA
firm? The answer to that question is that no one
ratio is right for all firms because of the differences
in the types of practices. The right ratio for a highly
developed audit practice, for example, will nor
mally be different from what is best for a firm that
provides monthly accounting services. Although
having the right balance between the numbers of
partners and staff can be important to the success of
a practice, this is not always easy to achieve.
Often, staff motivation and turnover can become a
problem if staff perceive that partnership oppor
tunities are limited at a firm. Clients can become
disenchanted, too, if they seldom have contact with
partners. Firm growth, particularly through spe
cialization, is seen as a way that firms can encourage
younger partners and staff members by providing
them with personal growth opportunities.
However, partnership growth must be planned. A
firm must have a clearly defined need for a partner
with particular skills and the individual must be
selected very carefully if a lot of time is not to be
spent on partnership problems. At an AICPA MAP
conference on partnerships two years ago, the part
ner of one firm described how he and his partner
had thought about these problems and decided to
take a somewhat different tack from most firms.
Early on, the two partners decided that the
quality of life of its people was important as well as
the quality of services offered by the firm, and that
the firm they developed would remain closely held.
At the time of the MAP conference, some 20 years
later, the firm had grown to almost $1.5 million in
gross billings, had a total staff of 46 people, yet was
still a two-partner practice.
Quite obviously, the composition of the services

August 1983

provided to clients and the ability to keep staff
happy are crucial elements in the success of this
practice. Opinion audits comprise a relatively small
part of total billings, the bulk coming from control
lership-type functions and computer services. The
firm tries to be its own best client, too, and overtime
and evening meetings with clients are kept to a
minimum.

Average staff-to-partner ratios*

Annual
billings ($)

Average no.
professional
staff

Average no.
partners

Stafftopartner
ratio

250,000 to
500,000

4.00

2.32

1.72

500,000 to
1 million

7.64

3.46

2.21

1 million to
1.5 million

13.11

5.11

2.57

1.5 million to
2 million

19.79

6.50

3.04

2 million to
3 million

27.76

7.18

3.87

over 3 million

50.92

14.00

3.64

*Based on responses of 168 attendees at the 1982 AICPA
practice management conferences.
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Survey of owners’ income*

Average number
of partners

Average income of the
highest paid partner ($)

Average income of the
lowest paid partner ($)

Average income
per partner ($)

250,000 to
500,000

2.4

62,800

49,400

55,800

500,000 to
1 million

3.6

91,600

56,600

75,000

1 million to
1.5 million

5.0

138,000

55,900

93,100

1.5 million to
2 million

6.9

137,300

66,500

102,500

2 million to
3 million

8.2

129,900

55,500

97,400

11.6

152,500

52,700

95,100

Gross fees ($)

over 3 million

*Based on responses of 147 attendees at the 1982 AICPA practice management conferences.

To attract and keep the type of people you need in
your firm, you have to be open about your part
nership philosophy when recruiting. If partnership
opportunities are limited, tell candidates but also
point out any offsetting advantages the firm can
offer. These advantages might include inducements
such as a very competitive salary structure, early

PARTNERS MAKE THE DIFFERENCE
Donald F. Istvan, CPA, a Barrington, Illinois,
consultant to the profession, periodically sur
veys local practice units. (See “The Impact of
Growth on Utilization” in the August 1979 and
January 1980 issues.) His observations reveal
some common elements in fast-growing, suc
cessful firms. For example, such firms have at
least one highly visible partner, usually the
managing partner, and have developed a firm
specialty. The partners have time targeted for
chargeable and for productive nonchargeable

INCREASING PARTNER PRODUCTIVITY
It is rare when reviewing practices throughout the
country to find a CPA firm in which the partners
have their own private secretaries. In many
instances, partners share secretaries with each
other, with managers and even with senior staff

client assignments and responsibilities or unusual
opportunities for advancement.
While the nature of the various practices is not
evident from the surveys, you might find it interest
ing to compare your staff/partner ratio and other
statistics with those in the exhibits.

March 1985

time—the latter including time for staff and
client development.
Partners are productive—their chargeable
time ranges from 1,150 to 1,350 hours annually,
and they manage at least 8,500 hours each.
Partner compensation is unequal—some part
ners in a firm making three times as much as
others—but distribution is according to an
agreed plan. Partner ages in the individual
firms span different generations, and all of the
firms have an effective managing partner. [7]

January 1986

accountants. Some firms have a secretarial pool.
I have always proposed that each partner have a
private secretary who will spend 1,800 hours a year
helping him or her be more productive. Many part
ners with the experience that would enable them to
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What Others Think

We asked some practitioners what they
thought of the concept of a private secretary
for each partner. Abram J. Serotta, who prac
tices in Augusta, Georgia, says that he and his
two partners endorse Mr. Gallagher's idea,
although they have modified it in that they
have one secretary who works solely for them.
David W. Werbelow, a Passadena, California,
practitioner believes partners could increase
chargeable time close to the 250 hours indi
cated with the use of a microcomputer and a
pool or shared secretary carrying out the
duties outlined by Mr. Gallagher. He also
thinks that reducing phone time is difficult in
small firms when clients want to speak to
“their CPA"—the partner.
Another practitoner, Jerry W. Jackson, of
Bluefield, West Virginia, does not think that
having a full-time, private secretary would be
as effective as having administrative staff
assigned to particular functions.
Brown, Edwards & Company (Mr. Jacksons
firm) assigns some duties relating to functions
such as billing, tax-return processing, report
typing and processing, practice development
efforts, library maintenance and maintenance
of client files, supplies and equipment to par

be more productive average only 1,000 chargeable
hours. I have never understood why these partners
don’t have more chargeable time and thus earn
more money. Quite often they respond that their
administrative burden is such that it is impossible
to generate more chargeable hours. I am convinced
that a full-time secretary would assist in eliminat
ing some of their administrative tasks.
Frequently, I hear the comment that a private
secretary is an unnecessary expense that can’t be
recovered. The accompanying chart, based on a
hypothetical five-partner firm, demonstrates that
the employment of a full-time, private secretary by
each partner could result (in total) in an additional
1,250 chargeable hours and that the overall net prof
itability of the firm would increase substantially.
The following are some of the ways a full-time
private secretary could help increase partner
productivity:
□ When reviewing workpapers, partners can dic
tate review notes and comments about draft
reports and tax returns much faster than they

ticular administrative personnel who do this
work for all partners. This way, all secretaries
don’t have to be proficient on word processors
or microcomputers or understand the firm’s
philosophy and procedures for practice
development and billing efforts. Partners do
utilize secretarial help on miscellaneous
administrative matters, but not from full-time,
private secretaries.
Are the estimated 600 chargeable hours for
the secretary and the other statistics achieva
ble? Mr. Serotta thinks they might be, depend
ing on how a firm charges for clerical time on
letters to clients, etc. He says that although his
and his partners’ chargeable hours may not
have increased, the extra time available has
been spent on practice development and
expansion of the firm. In the long run, he says,
"Our practice will grow faster because of the
addition of this secretary."
Others aren’t so sure but say that practi
tioners can make their own adjustments to the
statistics if, for example, they believe they are
currently using administrative staff effectively.
They agree, though, that the concept of part
ners having full-time, private secretaries is
interesting, and some seem prepared to try it
in their firms. [7]

can write them. Also, the comments would
probably be more salient and understandable.
□ When preparing bills, the secretary can list the
work in process on a worksheet. The partner
could then indicate the appropriate codes for
the bills and the amounts to be adjusted. Trans
mittal letters could be dictated, and billing per
formed on a more timely basis.
□ The telephone is sometimes a major time
waster. A private secretary can help reduce
unproductive time by providing telephone
callers with the necessary information (half of
a partner’s phone calls can be answered by
someone else), calling clients, relaying mes
sages and confirming appointments.
□ Today, all partners should participate in their
firm's practice development program. Letters
to individuals met the previous day, and mail
ings to clients of articles or information perti
nent to their businesses and interests are great
ways to enhance public and client relations.
Both are often overlooked, though. A private
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secretary would be of great assistance to a part
ner in these important areas.
These are just a few examples of how a private
secretary could assist a partner in becoming more
productive, particularly if the partner uses dicta
tion equipment for client and administrative mat
ters. Performance pressures and fiduciary respon
sibilities for partners of CPA firms are immense
today. Partners who are organized and control their
time with the help of a full-time, private secretary
will not only be more efficient and productive; they
will also improve the quality of their lives.
—by Robert J. Gallagher, CPA
R.J. Gallagher and Associates, Inc.
The Tower at Chatham Center, Suite 1M
Pittsburgh, Pennsylvania 15219

Cost Justification for Hiring a Secretary
for Each Partner

Secretarial salary
$ 15,000
Fringe benefits and overhead
4,000
Total cost: (A)
19,000
Hourly rate for secretary
25
$
Estimated annual chargeable hours
600*
Total billings
$ 15,000
Less: Writedown
1,000
Net revenue: (B)
14,000
Net cost to firm: (A) —(B)
5,000
Available secretarial hours
for partner
1,800
Improvement in partner
chargeable time
250
Hourly billing rate
125
Revenue increase
$ 31,250
Less: Net cost (above)
5,000
Net increase in earnings
$ 26,250
Number of partners
5
Additional revenue
$131,250
*Based on time spent typing audit review notes, lengthy
client memoranda, client meeting agenda, and other billable assignments.

MORE ON PARTNERS’ SECRETARIES
An article in the January 1986 Practicing CPA sug
gested ways a full-time secretary could help
increase partner productivity and firm profitability.
J.G. Hodgson & Company, Inc., a three-partner,
thirty-person CPA firm in New Bedford, Mas
sachusetts, adopted the private-secretary concept,
but arrived at that decision from a service rather
than a revenue perspective.
John G. Hodgson, managing partner, says that the
greatest benefit in having a private secretary is the
ability to free up approximately six hundred hours
of partner time so they can better attend to clients—
such as making "how’s-it-going" phone calls and
mailing articles to clients, or visiting them. Mr.
Hodgson says that the firm has used dictating equip
ment and had an automated billing system for a
number of years, so many of the suggested produc
tivity savings were only marginally effective. Some
of the ways the secretary has been used effectively,
however, include
□ Screening all phone calls and often being able
to help clients directly.
□ Contacting partners at the end of each day to
make sure calls were returned. If they weren’t, the

July 1987

secretary lets callers know that the particular
partner will contact them the following day.
□ Receiving all incoming mail, pulling applica
ble correspondence from files and drafting pre
liminary responses if appropriate.
□ Meeting with each partner at a fixed time each
day to coordinate calendars and meeting dates.
Materials are then routed to appropriate staff,
tickler file items are identified, and the day’s filing
and dictation are reviewed.
Mr. Hodgson says that one of the biggest barriers
to efficiency is unplanned interruptions. Staff have
to be educated to the need to plan meetings with
partners. He says that the partners’ secretary serves
as a buffer to many unplanned interruptions and
turns them into planned meetings at a future date.
"In short,” he says, "we have found our decision to
hire a partner secretary to be a highly successful
one, and we wholeheartedly endorse the concept.
Maintaining constant communication with and
interest in our clients is of critical importance to our
scope of practice. Having a private secretary has
significantly increased our ability to be the type of
firm we want to be.” [7]
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QUESTIONS FOR THE SPEAKER
One of the benefits of participating in practice man
agement conferences such as those described on
page 7 is being able to seek answers to specific
problems in your practice. For example, at one
AICPA conference, a practitioner asked, "What dis
ciplinary action should be taken against a partner
who has a poor record of production and
collection?”
Asked the same question, Richard A. Berenson, a
New York City practitioner, responds that it is not a
question of disciplinary action being needed.
Rather, he says, there is a need for counseling to find
out if there is a way to get the partner to produce.
Daniel S. Goldberg, who practices in Livingston,
New Jersey, says that the deficiency should be called
to the partners attention and, if that fails, the part
ner's future participation in the firm’s earnings
should be reduced.
Other practitioners say that a well-organized firm
has a production budget for every partner. They
suggest that those partners who do not have a
valid reason for failing to attain their budgets
should simply receive less compensation than
those partners who meet or exceed their budgets.

July 1985

These practitioners believe that the problems of
late billing and failure to take proper steps to collect
delinquent accounts can be eliminated if firms have
written policies on billing and collection. Some of
them suggest setting time limits, both for the billing
of work and for the collection of accounts. Then, if
partners do not comply with the firm's policy, the
amounts are charged against their month-end com
pensation checks and withheld from their pay.
Of course, they say, recognition should be given to
the fact that, despite precautions, some accounts
will become delinquent and even uncollectible. Col
lections should only be charged to partners when
there is evidence of failure to comply with the firm’s
procedures on delinquent accounts.
Another question: "Is there a point at which a
partner should be exempt from billing and collec
tion responsibilities?” Mr. Goldberg and Mr. Beren
son both respond that if it becomes clear that a
partner is unable to bill and collect properly and
that others can do a better job, then it may be neces
sary for someone else to do the billing and assist
with the collection.

QUESTIONS FOR THE SPEAKER (PARTNER CHARGEABILITY)
"What are your thoughts on total billable hours and
managed chargeable hours for the managing part
ner and other partners in a firm?” a participant at a
practice management conference asked the speaker
and panelists during a session on partner compen
sation. Three of our editorial advisers respond to the
same question.
Richard A. Berenson, a New York City practi
tioner, thinks that an audit partner should have
2,400 total hours, with about fifty percent of these
hours billable. Mr. Berenson says that a true manag
ing partner will have no account responsibility, but
will have up to 500 billable hours on a consulting
basis only.

David A. Werbelow, who practices in Pasadena,
California, suggests that chargeable hours for the
managing partner and other partners should be
budgeted in advance and compensation earned
accordingly.
Robert L. Israeloff, a Valley Stream, New York,
CPA, thinks that chargeable hours are important,
but practice development activities for partners
with marketing abilities are just as important. He
says that practice development hours should be
monitored, though, to be sure they become produc
tive and result in legitimate leads and partners
meeting prospective clients.

MOTIVATING PARTNERS TO MARKETING ACTION
"How can I get our partners to market the firm's
services?” “Why can’t we get our partners to do
anything?” Time and again, we find that managing
partners, marketing directors, and fellow partners
are looking for something that will propel market
ing-averse partners into producing business for the
firm. This article is based on conversations with the

July 1990
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partners of CPA firms across the country. It will
review what really holds partners back from bring
ing in business, and discuss ways to break down
these barriers and get partners into marketing
action.
The bad news about getting partners to sell is that
change requires a process; it is not a one-time event.

PRODUCTIVITY AND CHARGEABILITY

Spending a fortune on advertising, brochures, and
on grandiose marketing strategies has yet to prove
effective in producing significant amounts of new
business for professional firms. In selling profes
sional services, it all boils down to the individual, no
matter if one works for a well-known firm or is a sole
practitioner. The good news is that even the least
likely partner can produce some business for the
firm, provided there is a structure in place to nur
ture, develop, reward, and allow the freedom neces
sary to create business.
Let’s look at why many partners don’t actively
market their firms:
□ No time. This is a major complaint of manypartners. If you talk to the best business-gener
ators in the profession, however, they will tell
you it is an excuse. Unfortunately, such is the
nature of our vocation, that unlike salespeople,
who presumably are selling full time, we have
clients who need services. Many partners work
500 or more hours of overtime per year.
□ They don’t like selling. The reason I became a
practicing CPA was so I would not have to sell
for a living, but would be able to rely on my
professional skills and expertise. Let’s face it,
partners see themselves as expert technicians,
rather than as marketers.
□ They presume that clients know what they need
and will come to them when they need it. CPAs
often rely on their clients’ ability to diagnose
their own business needs instead of helping
them. Others think clients might be offended if
they ask for more business or cross-sell the
firm’s services.
□ No set plan of action. Many CPAs don’t give
practice development a second thought. They
are too involved in the day-to-day operations of
their firms to focus on building them.
□ The firm has no goals for creating more business.
Many firms are comfortable with their existing
client base. Others lack vision at the top to help
move the organization into a committed mar
keting direction. Sometimes, firms give lip ser
vice to marketing and selling, but have never
created a consensus amongst the partnership
that business development is vital.
□ No recognition for it. Partners are less moti
vated by money than most people think. They
are usually quite well compensated. The rain
makers usually produce because they are the
heroes in their firms. Firms that don’t glorify
their business developers often find they can
not motivate partners into marketing action.
□ They are not held accountable. Partners don’t
bring in business because there is no penalty
for not doing so. They expect the rainmakers to.
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□ They don’t know how to market and sell effec
tively within their own personality styles. Many
firms have attempted sales training programs
with disastrous or no results. The reasons are
that the characteristics of good salespeople
(being positive, enthusiastic, and persuasive)
are often the exact opposite of many partners’
personalities. Trying to get CPAs to apply the
techniques used to sell tangibles to selling pro
fessional services results in resistance and con
fusion.
□ Fear of failure is too great. CPAs tend to be riskaverse. Success at marketing, selling, and busi
ness development, however, requires risking
failure. There is also risk attached to bringing
in another firm member to cross-sell services in
case it results in damage to the client-partner
relationship.
Following is the process that we recommend to
get partners into marketing action.
Preliminary steps to implementation

Realize that you cannot change people. A forty-fiveyear-old, reserved person is not going to become
outgoing and enthusiastic. Nevertheless, CPAs have
the ideal professional skills needed to succeed at
marketing services. They are already expert diag
nosticians who can be trained to match prospective
clients to their firms’ services. Don’t try to correct
the problems all at once, however.
Organizational steps to implementation

You must obtain a group consensus and commit
ment to the process. Hold a partners’ meeting at a
location removed from the distractions of the work
place, circulate advertising materials produced by
other accounting firms, and have the partners dis
cuss how the firm's best clients are being pursued by
other firms. If the partners cannot agree on and
commit to participating in a program that will con
tribute to their firm’s survival and growth, as well as
fund their retirement packages, there is no point in
continuing the process.
Set an overall goal for the firm for a one-year
period only. This should be an ambitious goal, but
sufficiently realistic that partners can commit to
their share of it. Even partners who have never
brought in any business can commit to something
small enough—$2,500 in new business, for example.
The idea is to get everyone moving in the same
direction.
Set time budgets for quarterly progress reviews
by the partner in charge. The managing partner or
the partner in charge must be involved in the review
for the process to work. Create penalties for inac
tion. Have the partners set their own penalties for
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failure to participate in the business development
program. Similarly, have them set their own
rewards for accomplishment.
Action steps for fulfillment
□ Invest in partners skills. There should be an
ongoing program to involve partners and help
them learn about marketing and selling profes
sional services.
□ Train them incrementally. The first steps in indi
vidual marketing and selling should be small.
Introduce partners slowly to taking risks.
Allow them to enjoy some early successes so
that they attempt more later.
□ Hire professionals to teach partners the skills.
Partners are more likely to listen to people
from outside the firm who have demonstrated
success at selling professional services, than
they are to firm personnel who have not.
□ Publicize practice development efforts. Put up
posters, bulletins, charts, etc. Get the word out
about who is bringing in business.
□ Never involve partners in high-risk marketing.
There is no better way to ruin a marketing
effort than to have partners engage in cold
solicitation of business. Instead, look within
your present client base for referrals and more
business.
□ Open up more time for partners to market. Sug
gest they take clients and referral sources to
lunch rather than having lunch alone or with
co-workers. This is the ideal marketing time for
professionals and won’t impair their billable
hours.
□ Reward firm promotion. There should be special

awards given to business developers at the
manager and partner level. These could
include a limited amount of time off during the
busy season, vacation bonuses with spouses,
and special events given in their names. The
idea should be to set the business developers
apart, to have others in the firm notice the
recognition given, so that they will strive to
make similar efforts to achieve the same for
themselves.
□ Never use a rah-rah motivational approach.
Motivate by letting partners see the pos
sibilities of the firm they can help create. Pro
vide new marketing ideas for discussion.
□ Have them subscribe to the notion that they are
capable of selling. Remind them that they
already sell clients their ideas and that they
sold the firm on making them partners. Hold
regular meetings to discuss selling and closing
strategies.
Decide now that the ability to develop new busi
ness will be a requirement for future admittance to
the partnership. Avoid the pitfalls involved in trying
to move future partners into marketing activities by
setting up training programs now that will help
individuals develop business before they become
partners.
Our profession is moving on a course that makes
practice development skills a necessity for the part
ners of local firms. Moving partners into marketing
action isn’t easy, but it is possible. In fact, there are
no alternatives. [7]

—by Allan S. Boress, CPA, SAGE, Inc., 120 S. River
side Plaza, 15th Floor, Chicago, Illinois 60606, tel.
(312) 346-8850
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LAST MINUTE CRISIS OR PLANNED RETIREMENT
All of us hope that our retirement years will be
free of major financial worries, and with planning
they can be. Panic or crisis situations caused by
a partner’s impending retirement can be avoided
if the problems are faced squarely and solutions
found for them.
Ideally, the retirement process should be an
orderly one resulting from a carefully designed
plan. The retiring partner should receive every
thing rightfully due him, but the method of pay
ment should not place an undue burden on the
firm and remaining partners.
The problems
Pressure is often exerted by the younger part
ners in the years immediately preceding an older
partner’s retirement. They want more responsi
bilities, more money, etc., and they want these
things now, not later. They don’t want to support
older partners; they work harder in many cases
and want a bigger share of the firm’s earnings.
Several questions arise from these demands:
□ Should an older partner receive more money
for less work? Should he take it easy when
younger partners are working in the eve
nings and on Saturdays? His needs are fewer
than when he was younger. Will he share?
□ When should clients and responsibilities be
turned over to younger partners, or should
they be? Should the changes be gradual or
upon retirement of older partners? Is there
a plan that will permit responsibilities and
clients to be turned over to younger partners
without great upheaval in the firm?
□ At what age should a partner retire—55, 60,
70 or later? Should retirement be mandatory
or voluntary? If voluntary, at what share of
the profits? If mandatory, will special per
mission be given to a partner for retirement
at a later age?
□ Is there to be a continuing relationship?
Should a retired partner retain an office, see
clients, do casual work? Will he be paid?
If so, will it be at an hourly rate or a monthly
amount? Should a retired partner sit in on
partners’ meetings? (His experience should
be worth something.) Will the firm pay his
state society, AICPA and other dues, and will
his insurance programs be continued?
A great deal of thought must be given to these
questions. Retirement can be a frightening pros
pect if you don’t prepare for it. This is especially
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true if you have been in practice for about thirty
years and have lived just for the practice.
But experience such as this can be useful to a
firm. A retired partner may be ideally suited for
helping out in the consulting and financial coun
seling areas. The partners in a firm must decide
whether or not they wish to keep retired partners
interested or put them out to pasture.

The solutions
□ Check the partnership agreement to see if
there is anything in it that can be misinter
preted. There must be no question about the
meaning of anything.
Is the age at which retirement is to start
specified and has disability been considered?
Is the retirement amount spelled out? Is the
retirement income to be funded or will it
come solely from the earnings of the prac
tice? This is a tough one but the more an
older partner helps with his own retirement,
the better it will sit with the younger part
ners.
□ Arrive at valuations for payments. You will
have to decide if payments should be the
average of x years times earnings or gross
revenues and what happens if a partner re
tires before age 65.
There should be an upper limit on the per
centage of a firm’s earnings that a retired
partner can take out. And, don’t forget about
social security requirements that may neces
sitate extending payments beyond 10 years.
Section 410.06 of the MAP Handbook con
tains some formulas for determining income
participation and suggested wording for
partnership agreements. The exhibits on
pages 3-4 give examples of 10 firms’ provi
sions.
□ Set up a program to increase younger part
ners' responsibilities and decide, for exam
ple, whether this should take place over a
three-year period or over five years.
Clients should gradually be turned over
to the younger partners. For a while, it
may be necessary for two partners to visit
a client, and you may not be able to bill the
client for both of their services. However,
you must prepare the younger partners to
take over, so discuss any client problems
with them. After all, you have known some
of these clients for 25 or 30 years and have
this knowledge to pass on.

After age 55.

65 M

(5) Large national
i

None considered.

Partner 79 and
active.

(4) Local

— not Big 8.

After age 60 if 25
years as a partner.

65 M

(3) Local

ner.

At age 60. After 55 if
25 years as a part

65 M

(2) Local

As early as

Over 50.

Normal and
mandatory

65 M

j

Retirement Age

(1) Local

Type of Firm

First 5 years of retirement—
3O°/o of average share.
Second 5 years of retirement—
20% of average share.

May remain as a consultant
at a mutually agreeable
amount.

Average of 5 highest earning
years X l°/o per year in firm.
10 years certain.
Adjusted by consumer price
index.

5 X average salary

for 3 high
est earning years. Payable
for only 10 years.

3.25 X average

Early

At age 55— 65% of normal
amount.
5% increase each year up to
age 61 (maximum 95%).
After age 62, partner works
half normal hours for ⅔ pay.

Reduction of 7 ½ % each year
before age 65.

Retirement Provisions

of 5 highest
years.
Payable for 10 years certain .
$1,000 per month for life after
10 years.

Normal

10 Firms’ Retirement Plans
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Big

(9)

(10) Big 8.

8.

Large national
— not Big 8.

(8)

— not Big 8.

(7) Large national

— not Big 8.

(6) Large national

Type of Firm

62 M

65 M

sion.

65— at age 68 with
special permis 

65 M

65 M

Normal and
mandatory

i

40% of average of 5 highest
earning years — 10 years cer 
tain. Then, 20% for life.

After age

60.

40% of average of 5 highest
earning years — 10 years cer 
tain, plus 3% cost-of-living
increase each year. Then,
20% of the increased
amount for life.

After age 60.

ings.)

From age 60 to 62, 4% re 
duction from the normal
amount per year.

Special deals. Each case is
different.

Reduced on a sliding scale of
about 4% a year from age
62 onward.

40% of average of 5 highest
earning years at age 65— 10
years certain. Then, 15% for
life.

After age 62.

40% of 3 years total based on
a 5-year average — 10 years
certain. Then, 20% for life.

From age 62— 2% less each
year than the normal
amount.

First year — 50% of average
share. Reduced 5% each suc 
ceeding year down to 20%.
Then 20% for life.

After age 55 if 20
years as a partner.

After age 55 on a
special deal. (They
negotiate giving
up share of earn 

Early

Normal

Retirement Provisions

As early as

Retirement Age
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□ Make sure that there is a maximum age for
the position of managing partner, and rotate
other partners’ responsibilities (in han
dling personnel, schedules, etc.). This way,
no one can walk out taking clients with him
or leave the firm without expertise in a given
area.
□ Decide at what age partners should start to
release duties but make the transition pleas
ant and cooperative. The process should be
gradual.
While you will have to encourage younger
business-getters for the firm, keep older
partners interested in developing new busi
ness after their retirement.
A retired partner can still be a vital part
of the firm. He has contacts and clients have
a loyalty to him. So, invite him to partners’
meetings.

PROVIDING FOR RETIREMENT
A retirement compensation plan is one of the
long-range provisions in a partnership agreement,
and if it is a good one it can be of as much advan
tage to the firm as it is to the partner who wishes
to retire. Without such a plan, a partner whose
contributions to the firm have been reduced by
age might resist retirement because of financial
reasons. This could block the way for a more
vigorous partner.
The major problems involved in setting up re
tirement provisions are in deciding on the follow
ing:
□ The amount of the annual payments.
□ The period of years in which payments will
be made.

□ When retirement becomes effective.
Quite obviously, there is no one plan suitable for
all firms. Much depends on the size and makeup
of the firm and the contributions that individual
partners have made to it in the form of capital or
clients. But it is most important to have the plan
in writing. You must let people know where they
stand.
Locke Grayson, CPA, of New York believes that
many smaller partnerships think of retirement
as selling out for a definite amount of money that
has been funded over a period of time, and that,
although the partnership may continue to use his
name, the retired partner retains no real interest
in the firm, except perhaps as a kind of creditor.

□ As an older partner eases into retirement,
there should be a gradual reduction in earn
ings to account for the fewer hours worked.
This will also get the partner used to living
on a reduced income.
Once retired, there are many things to do in
order to keep busy. A CPA’s experience lends itself
to working in the court system or with attorneys
as an expert witness, or to being the receiver or
trustee of a bankrupt business. Other activities
suitable for a retired CPA are to join the boards
of directors of organizations and institutions,
work on audit committees and engage in financial
counseling. Readers might like to read the article
on page 40 of the January 1978 issue of the Journal
of Accountancy for some other thoughts on retire
ment activities.
-based on a presentation by Bernard B. Isaac
son, CPA, Greenville, Delaware, at an AICPA MAP
conference.

February 1978

All of the partners in his firm were originally
staff members; no one contributed significant
clients before or on achieving partnership and no
one paid into a capital account for his share. In
providing for retirement (or death), they consider
that a partner is being rewarded not only for the
past, but also because his work has an impact on
the firm even after he has left.
Their partners will not "sell out” but they will
retire from active work. How much the partner
ship will provide will depend directly on the future
prosperity of the firm. If it does well, the retired
partners will benefit accordingly. The converse
is equally true.
The retirement of a partner has its greatest im
pact on the firm in the years immediately follow
ing, and then gradually this effect diminishes as
the void is filled in various ways. At Mr. Grayson’s
firm, a retired partner’s percentage share declines
over a 10-year period, after which it stabilizes at a
relatively low level for the rest of his life.
Their accounts are still kept on a cash basis.
When Mr. Grayson and his partners first set up a
partnership agreement, they decided that, because
the years in which expenses are paid are so easily
managed, they should base their retirement pay
ments on a percentage-of-gross fees. He says that,
although they now realize that the year of collec
tion of fees can also be controlled to some extent,
they are still using the same basic system 20 years
later.
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They do not have a mandatory retirement age
and a partner can retire at 60. But for every year
under 65 his payments are permanently lowered
by 5 percent. Death and disability provisions are
consistent with those arrangements.
Their partnership agreements contain a hard
ship clause so that it's worthwhile for the remain
ing partners to continue. This way, they aren’t left
with less than a stated amount, plus cost of living
adjustments, after payments have been made to
the retired partners. Because his firm has pros
pered more rapidly than the cost of living index

PARTNER RETIREMENT/BUY-OUT
How can you avoid "My Client" syndrome, and get
partners to turn clients over to other partners? How
do you avoid client loss after partner retirement? Is
two years before a partner retires too short a time to
begin a double-partner approach to client reten
tion? These are some of the questions asked at MAP
conferences by practitioners. Other requests are for
methods or techniques for buying out a partner on
retirement, and suggestions on factoring retirement
into current compensation. We asked our editorial
advisers for their suggestions.
Sidney F. Jarrow, who practices in Elmhurst, Illi
nois, says that one way to avoid the "My Client"
syndrome is to have a strong managing partner who
has the authority to make changes. Mr. Jarrow
thinks that a double-partner approach can help in
this regard, as well as in client retention. He says
that two years is too short a time and believes five to
ten years before a partner’s retirement might not be
too soon in certain instances.
Other practitioners think that two years is too
long a period, however. David A. Werbelow, a Pas
adena, California, practitioner, suggests one year.
Also, he thinks that loss of clients after a partners
retirement can be avoided by reducing retirement
benefits for any clients “taken.”
Robert L. Israeloff, who practices in Valley
Stream, New York, believes that client loss can be
avoided after a partner retires by planning and reas
signing in advance. "We assign clients of a retiring
partner approximately six months before a partner
actually retires," he says. Mr. Israeloff thinks that
two years is far too long a time frame. "It is not
practical," he says. "There is too much wasted time,
and I don’t believe anything is really accom
plished.”
As for buying out a partner on retirement, Mr.
Israeloff says, “Our firm pays the retiring partner his
total income for the last three years over a ten-year
period."
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has risen, Mr. Grayson believes that the hardship
floor should rise with the firm’s net or gross.
Mr. Grayson points out that because his firm has
not lost any partners through death, disability or
retirement since it was reorganized 20 years ago,
they have no experience in how well their system
works. They hope they are not in for any unex
pected shocks.
CPAs who would like to read other ideas on
providing for retirement should see chapter 410
of the MAP Handbook.

May 1989

Richard A. Berenson, a New York City practi
tioner, also believes that two years is too long for a
double-partner approach. He says it would be too
expensive because the client can obviously only be
billed for the services of one partner.
Mr. Berenson says that a retiring partner should
receive his proportionate share of accrual book
value and some payment for firm goodwill. "This
usually results in an accrual capital payout over a
one-year period, and a goodwill payout equal to
three years’ income paid over ten years,” he adds.
A larger issue not addressed, according to Mr.
Berenson, is whether this retirement should be
funded out of current earnings, thereby having the
retiring partner participate in his own retirement
funding, or whether the retirement should be
funded only after a partner retires.
Avoiding the “My Client” syndrome simply
requires constant attention, according to H.W. Mar
tin, a retired Rome, Georgia, CPA. Mr. Martin sug
gests this can be indirectly tied in with the partners’
retirement provision in the partnership agreement.
He says that if the agreement provides for payment
to the former partner only for accounts that are kept
by the firm, partners having the "I” complex should
be able to recognize that the firm concept of "We,”
"Us," and "Our” will pay him handsomely.
"Regardless of the financial rewards, some people
apparently need the ‘I' for their egos, so endless
correction is necessary,” he adds.
Regarding turning over accounts, Mr. Martin says
that you cannot expect a partner to turn accounts
over so long as the individual can properly handle
his work load. When he cannot, then the time has
come to transfer accounts to other partners; gener
ally, the transferring partner will welcome the help.
Mr. Martin says that firms should not lose clients
upon the retirement of a partner, if a proper and
timely transfer to the remaining partners is made.
All partners should be involved in making the plan,
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and when the plan is adopted, it should be reduced
to writing so everyone can fully understand it and,
of course, have a copy.
Mr. Martin suggests that a complete list of the
retiring partner’s accounts should be made and pro
posed succeeding partners names inserted. The list
should be broken down between major clients,
smaller clients, and the run-of-the-mill personal tax
returns, because each requires a different change
over time. Large accounts should be transferred as
much as five years before retirement (with both
partners being engaged for at least two of those
years). The smaller accounts (principally compila
tions and reviews) should work out well with a year
advance timing, and run-of-the-mill personal tax
returns turned over the last year before retirement.
Another suggestion is that the retiring partner
should visit each client (except the small tax
returns) to discuss his retirement. If the client does
not have a choice for the successor partner, then the
name that the firm has selected should be offered.
The client should have full right of choice.
He thinks that the small tax returns may involve so
many clients that it is not feasible to contact them, but

PARTNERS AND PARTNERSHIPS
Let's say someone has been managing partner of a
local firm for the last four to eight years and during
that time has transferred responsibility for most
clients to other partners. Now, at age 55 or 59, he is
at the end of his term. What does he do? The answer,
according to one former managing partner, is that
he can do a number of important things, both for the
firm and for himself.
Daniel S. Goldberg, a Livingston, New Jersey,
practitioner and a former managing partner, sug
gests intensifying practice development activities
and assisting the new managing partner in the tran
sition. Other ideas of his are to be involved in certain
aspects of firm administration and to resume
greater client involvement. If old enough—"I'm
not," he says—the former managing partner can
start easing into retirement by working fewer hours
and taking more time off.
Aside from the financial aspects, the retirement of

any partner should always be carefully planned.
Some firms worry, in fact, about their chances of
surviving the departure of founding partners.
Robert L. Carr is a partner in a Canton, Ohio, CPA
firm that, since its founding in 1925, has survived
the departure of several partners. Mr. Carr and his
partners believe that an accounting practice is pre
served best if more than one respon
sible person has

rather suggests waiting for them to call to make an
appointment to have their returns prepared. Then, the
matter of retirement can be brought up and a suc
cessor selected by the client. Both the retiring and
successor partners should meet with the client when
he brings in his information, and the retiring partner
should make sure the successor is familiar with the
return and the clients problems.
Mr. Martin thinks that this joint interview is
essential to convince the client that the successor is
familiar with his work, and that he or she is being
well-served. He says these small accounts are some
times harder to transfer than the larger ones, but he
successfully transferred 484 small returns this way
on his own retirement.
As a retiring partner transfers his work, this will
leave time to do other things in the office, such as
cleaning up the odds and ends in his practice and
performing nonrecurring jobs for other partners.
Lastly, he should review all of his clients files to
determine that the working papers are in good order
for his successor. Mr. Martin cautions that it is both
time-consuming and tedious to transfer the
accounts from a large practice, but says it will pay
off if handled properly. [7]

October 1984

knowledge of and acquaintance with a client. He
says that if a firm has been able to develop a group
image—the one-firm concept—the loss of a par
ticular partner can be lessened. It is firms where a
departing partner has had a dominant image or
position that are prone to suffering significant loss.
Mr. Carr adds, "In order to survive in seven dif
ferent decades of this century, we have learned to
diffuse, in some respect, the individual importance
that might be attached to partners. As a result, our
losses on the death or retirement of a partner have
been minimal."
Mr. Goldberg also does not see any problems for a
firm to survive the departure of its founding part
ners, provided arrangements are made to transfer
their responsibilities to younger partners. He be
lieves that in addition to the technical areas and
client service responsibilities in which younger
partners are generally competent, the nonfounding
partners should have early involvement in such
areas as firm administration and practice devel
opment.
Firms often worry, too, about how to deal with the
"technician partners" who don’t bring in business.
Obviously, they cannot be compensated for getting
new clients if they don’t obtain them. Nevertheless,
they should be evaluated and compensated for their
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contribution of technical knowledge that is con
verted into collectible fees.
H.W. Martin, a retired Rome, Georgia, practi
tioner, says that with encouragement and guidance,
technician partners can become a successful source
of new business because people, recognizing their
knowledge, will want to engage their services.

On occasion, partners may be merely fine techni
cians who do work brought in by others. Perhaps
they should have never been admitted to the part
nership. Even so, Mr. Martin believes that regular
evaluations of all partners should enable technician
partners to understand and agree to the rewards
paid those who generate new business.

HOW TO TRANSFER CLIENT RESPONSIBILITY
How do you transfer responsibility for a client to a
new, junior partner? This is a question that concerns
many firms and frequently crops up at management
of an accounting practice conferences. The answer,
many practitioners believe, is to have some type of
dual partner responsibility for an interim period.
Then, when the primary responsibility is passed to
the junior partner, it will be a normal transition, not
a traumatic experience.
Sometimes, the method of transfer is determined
by individual senior partners. As Richard A. Beren
son, a New York City practitioner says, “Some will
be very happy to transfer workload and others, who
are very possessive of their clients, will be reluctant
to do so.”
Most practitioners agree that the process should
be gradual. Robert L. Carr who practices in Canton,
Ohio says, "We like to introduce the new partner to a
client over a period of time and have the responsible
partner gradually fade into the background so that
the new partner can establish rapport with the cli
ent. We believe this is the most effective way to

May 1984

preserve the firm's relationship with the client.”

Daniel S. Goldberg, a Livingston, New Jersey CPA
responds, "All responsibilities for work paper and
financial statement review, billing, engagement
planning, staff scheduling and other related ac
tivities are readily transferred for an existing client
to a new, junior partner. ” Mr. Goldberg says that the
“older” partner will retain involvement with the
client and other related parties (e.g., at conferences,
financial negotiations, etc.) wherever appropriate.
"However," Mr. Goldberg adds, "the 'older' partner
will ease himself out of all responsibilities over a
period of time in most—but not in all cases.”
One thing everyone stresses is that it is very im
portant when reassigning responsibilities to be cog
nizant of client sensitivities. Clients resent being
shuffled from one person to another and may con
clude that their work is not important to the firm. As
Mr. Carr says, "Once clients reach that conclusion, it
is only a short time before they find someone else to
service their accounts."
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EVOLUTION OF A FIRM’S PERSONNEL FUNCTION
We CPAs who practice public accounting con
tinually deal with people—our staff, clients, govern
ment officials and other professionals. This is what
the profession is really all about. Yet, except per
haps for an introductory course in psychology or
sociology, how many of us have had training in peo
ple administration?
The personnel function is an integral part of the
administration of an accounting practice. When we
look at the problems that have created the most
frustrating situations for us, we usually find that
they involve people more than technical matters.
The personnel function thus involves our admin
istrative staff as well as our professional people.
Many areas overlap and it is sometimes difficult to
see where personnel administration stops and gen
eral administration begins.
The following case study traces the evolution of
the personnel function in our firm, which was
founded in 1922. In 1947 the firm had one office, 5
partners and a total complement of 20. There are
presently nine offices, 19 partners and over 120 peo
ple in all.
In the early years of our firm, personnel admin
istration evolved generally from the autocratic per
sonality of the founding partner. His policies and
style dominated the firm for 30 years and, as a re
sult, much of our personnel administration was dic
tatorial and largely undocumented (we had no
personnel manual), except when problems arose.
Undocumented personnel policies obviously gen
erate uncertainties among the staff. Job classifica
tions are unclear, staff authority is undefined and
the unwritten policies themselves are subject to
misinterpretation and inconsistent application.
This can cause unrest and result in an active grape
vine to the detriment of employee morale.
We have always considered ourselves a highquality office and we had an incentive system that
developed and motivated a very skilled technical
staff. However, this was almost the sole evaluation
system—a bonus check distribution based upon
production. The main drawback of this system,
though, was that although the practice was expand
ing satisfactorily, we found we were unable to re
ward all our high achievers through admission to
partnership.
To remedy this, we decided to pick one of our
bright and aggressive staff members and open a
service office in a community where we had a nu
cleus of work sufficient to support it. Successful
growth of the office was rewarded in due time by
acknowledgment of partnership status, and it was
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in this manner that most of our branch offices
originated.
The autocratic personnel administrative system
that had prevailed since the founding of the firm
obviously fell apart when we began branch office
operations. About the same time we merged with
another firm approximately fifty miles away in an
area where we had little practice. Formalization of
firm policies then became mandatory.
During this period we had begun to develop tech
nical manuals, primarily to achieve consistency in
the presentation of financials. We soon found the
manuals to be quite valuable in staff training and
development, so we began to include memoran
dums in them on personnel matters such as office
hours, travel, reimbursement, vacations and time
reporting functions. With several branch offices and
a merger with complete strangers, we concluded
that a better firm manual needed to be created—one
documenting our firm policy objectives and profes
sional posture. We then had to make two decisions—
who should do it and how it should be done.
No one in our firm had any knowledge or training
in personnel matters—none of us had even seen an
other firm's manual. To our knowledge, none of the
local firms in our area had a personnel manual and
we didn’t think a national firm’s would be appropri
ate for our small operation. Despite the lack of infor
mative literature (these were pre-MAP days), we
decided to do it ourselves.
Not really knowing how to proceed, we formed an
operating committee and this became part of its
assignment. After much redrafting of material, we
finally produced a manual that was acceptable to
most of us.
The first thing we did when preparing the manual
was develop a firm philosophy. (Every firm should
do this.) Each partner probably had his own phi
losophy up to this time, but by putting it on paper, it
became crystallized into a philosophy that each of
us aspired to. The philosophy and policies that
emerged were the personality of the firm. Basically,
the policies categorized are those that are applica
ble to four areas; relations with the public, clients,
staff and the profession.
We find the manual is a handy reference for most
personnel matters and, in particular, is of tremen
dous assistance in the orientation and training of
new staff. Our objectives are to develop, as quickly
as possible, professionals who can deal with our
large number of small clients on a one-to-one basis.
To accelerate this development, staff members are
required to initiate their own schedules and com
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mitments based on procedures that are incorpo
rated in the manual.
Although our personnel manual is intended to
document our firm policies, there remain some
areas that are not fully documented. One that comes
to mind has to do with terminations and relocation
assistance. We strongly believe that all terminations
should be handled with discretion and we work
hard to keep them as amicable as possible, offering
relocation assistance when we can. Yet our firm
manual makes only a casual reference to this area.
Performance evaluations are an important part of
personnel administration and the formalization of
policies and procedures greatly facilitates the con
duct of the evaluation conferences. With these docu
mented in the manual, staff know what to expect
and, importantly, what is expected of them. This has
a positive effect on their performances and
motivation.
With your firm manuals established and
seemingly working satisfactorily, you still cannot
afford to become complacent and relaxed. Manuals
quickly become obsolete. Changes, additions and
deletions are constantly required. Also, the ultimate
goal of all personnel administrators should be to
develop a personnel department. The maintenance
of personnel files, CPE records, the filing of reports
with various governmental and professional agen
cies, together with the planning and evaluation of
recruiting and CPE programs, and a host of related
personnel matters suggest that from an organiza
tional standpoint, a personnel department is desir
able if optimum efficiency is to be achieved.
Who is going to be the personnel administrator
though? Do we convert a technician or hire a spe
cialist and train this person in the ways and needs of
the profession? Must this person be a CPA and what
about partner status?
We have not developed what I think one could call
a personnel department in our firm. Part of the
reason for this is our organizational structure. With
nine offices and only 120 people, it is obvious that
some of our offices are relatively small. My job as
personnel administrator has been primarily as coor
dinator of individual office administration.
In the home office, where I am located, the person
nel functions are further supported by a technical
director and secretary who maintain our personnel
files and prepare most of the reports. Our technical
director oversees the recruiting, training and eval
uation interviews under the direction of the office
manager. The technical director's duties overlap the
training areas.
In small offices, such as ours, it is difficult to
clearly distinguish between technical and personnel
matters. The amount of authority assumed by each

department when overlapping occurs, will depend a
great deal on the firm philosophy and the strength
and character of the managing partner or executive
committee.
In my opinion, the delicate and intimate matters
involved in personnel administration, dictate that
the personnel manager be a CPA and a partner. The
most common practice is to assign the duties to a
technician (a CPA) who proceeds as best he can. But
with the greater availability of informative litera
ture today, such as the AICPA Management of an
Accounting Practice Handbook, and management
seminars, it is possible for a technician to achieve a
reasonable competency in personnel admin
istration.
The acid test
Even though we had been using personnel manuals
for several years and thought our policies and pro
cedures were fairly well documented, we discovered
some weaknesses about two years ago while prepar
ing for peer review. The problems were primarily in
the areas of independence, job rotation, personnel
assignments, client acceptance and retention. Our
personnel files were not centralized but were scat
tered between branch and home offices and not all
of our policies were documented.
While some of our policies and procedures were
being followed, we had no supporting documenta
tion. In order to pass peer review, we had to take a
careful look at our technical and personnel man
uals. It took a full year to get them revised and up to
date to meet our standards and objectives.
At the present time, our firm manuals consist of
six loose-leaf volumes. Volume 1 is our basic quality
control document. Volume 2 is our personnel guide,
but it duplicates many of the sections in volume 1
because the areas overlap. (The other volumes are
basically technical manuals.)
Some of the sections in our basic quality control
document that others might incorporate in the per
sonnel guide are as follows:
□ Assigning personnel to engagements.
□ Supervision of the engagements.
□ Hiring policies and procedures.
□ Personnel planning.
□ Evaluation of potential recruits.
□ Orientation of new personnel.
□ Professional development, on-the-job training
and development of special expertise.
□ Advancement and performance evaluations.
No firm is too small to develop and begin using
staff manuals. Small firms that have embarked
upon an aggressive practice development program
have probably already taken the initial steps of doc
umenting their philosophies. This must be done as
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clearly and precisely as possible, and the philoso
phy must be a genuine sharing of goals and
objectives.
There are many aids available now to personnel
administrators. The previously mentioned MAP
handbooks are an excellent source of information.
Many firms will sell their manuals to others, while
some associations of CPA firms help their members
develop their own staff manuals. Whatever the
source, don’t blindly copy for your own use. They

are good guidelines but your manuals must reflect
the personality of your firm, what you believe in and
what you really expect of your organization.
Keep your manuals current—review and update
them regularly. Don’t be reluctant to delete or
change a bad policy and, above all, make sure the
procedures and policies are being followed.
—by Robert H. Jenne, CPA
Decatur, Illinois

HOW TO AVOID BEING SUED BY JOB APPLICANTS
A recent survey of CPA firms’ employment applica
tion forms reveals numerous questions that are dan
gerous or illegal under current federal and state fairemployment laws. As a result, CPA firms risk being
charged by an unsuccessful job applicant with one
of the 200,000 complaints of job discrimination filed
each year in the United States. Complaints that
result in a lawsuit can cost a CPA firm as much as
$100,000 in legal bills, even if the firm wins the case.
The nationwide sample of seventy-seven CPA
firms’ job application forms discovered only one
firm with an application form that appears to cause
no fair-employment problems. Twenty-six percent
of the firms use a commercially prepared form
judged to be reasonably safe, with only one major
problem. Seventy-three percent, however, use forms
that have multiple fair-employment problems,
including some dangerous questions and state
ments. Table I (page 2) summarizes the types of
firms submitting their job application forms for
evaluation, while Table II (page 3) indicates the type
and frequency of problems the forms contain.
Each employment application form was exam
ined to discover questions and statements that may
cause fair-employment legal problems. The authors
judged the forms strictly, applying past equalemployment legal decisions, the federal Equal
Employment Opportunity Act, the laws of the fortysix states that have enacted fair-employment laws,
the Equal Employment Commissions Guide to PreEmployment Inquiries, and the guides of twenty-six
states that have issued pre-employment guidelines.
All these standards were consolidated to form a
benchmark against which the job application forms
were judged. This is desirable because decisions and
guidelines of one state are often adopted by court
decisions of other states or the federal government.
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Federal contractors are also prohibited from dis
crimination against handicapped persons, disabled
veterans and Vietnam veterans. Many federal con
tractors must also take "affirmative action” to aid
members of covered groups to learn of new job open
ings and be favorably considered for employment or
promotion. No law, however, requires employers to
hire or promote specific minority individuals. CPA
firms are always allowed to set reasonable employ
ment and promotion standards.
Forty-six states have fair-employment laws that
apply to private business and professional organiza
tions. They typically prohibit the same types of job
discrimination as does federal law; however, many
states also cover discrimination based upon one’s
handicap, marital status, pregnancy or ancestry.
State laws occasionally add other prohibited prac
tices, such as discrimination based upon an individ
ual’s sickle-cell trait or past workers compensation
claims. All state and federal laws apply to employers
with a certain minimum number of employees
(counting partners, in most cases). These range from
one to twenty persons, depending upon the law.
Interested CPAs should check with local legal coun
sel to see if their firm is covered by one or more of the
laws.
In applying the laws to employment application
forms, three main legal rules are important. First,
all intentional discrimination is illegal. An example
of intentional discrimination in a job application
form includes questions or statements indicating
the firm will not hire anyone over 65 years of age.
Second, unintentional discrimination is illegal.
Unintentional discrimination in a job application
form can include statements or questions that imply
an employment limitation that affects one group
differently from another, and where the limitation
is not based upon a valid job requirement or busi

Federal and state fair-employment laws

ness necessity (lawyers call this a lack of bona fide

Federal law prohibits job discrimination based
upon race, color, religion, sex, national origin, or age
(if an individual is forty years of age or older).

occupational qualification, or BFOQ).
Statistics are often used to prove unintentional
discrimination. For example, if a job application
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form asks the marital status of the applicant, and
the CPA firm hires fewer women who say they are
married than men who answered they were mar
ried, the statistics can be used to prove a different
treatment of women than men. Marital status is not
a BFOQ because it has nothing to do with how good
the job applicant’s work will be; therefore, it is pos
sible to show a violation of law.
The third rule used by courts is in the form of an
assumption: "If a question is asked on a job applica
tion form, it is assumed the answer will be used, at
least as part of the hiring decision." Therefore, if the
application form asks for the applicant s race or sex,
it is assumed race or sex is used in the employers
hiring decisions. An unsuccessful job applicant, or
the government, can often prove discrimination
simply by proving the question was asked. This is
the reason why employment application forms
must be closely examined to remove anything that
might potentially be used to prove intentional or
unintentional discrimination.
How CPA firms’ job application forms
invite lawsuits
The twenty-six percent of firms using a commer
cially prepared form that avoided most fair-employ
Table I
SURVEY RESPONDENTS SUPPLYING
JOB APPLICATION FORMS
(Total: 77 CPA firms)
Type of firm
Sole practitioners

18%

Local firms with
two or more partners

45%

Regional firms

23%

National firms

15%

Note: Totals to more than 100% due to rounding

ment problems did, however, ask how the applicant
was referred, that is, by newspaper advertisement, a
relative working for the firm, and so forth. This may
be dangerous because the answer to the question
has nothing to do with the applicant's qualifica
tions. For example, members of a minority may
more often give a particular method of referral, and
more often be denied a job; thus, statistics may be
used to prove unintentional discrimination.
Many other questions asked on the surveyed
forms are even more dangerous under federal and
state laws. Some appear to almost invite lawsuits.
Sixty-one percent of the forms ask for information
that will disclose the applicants age, either by a
direct question about age or birthdate, or by asking
the applicant to list the dates of public school atten
dance. Obtaining the dates of public school atten
dance is a violation of several state guidelines, and
the information is not needed. If a CPA firm desires a
high school transcript, it may simply ask the job
applicant to provide it.
Thirteen percent of the application forms ask
applicants to disclose their sex, either by a direct
question, or by asking applicants to note their pre
ferred title (Mr., Mrs., or Miss), while twenty-nine
percent ask about marital status. None of these
questions should be asked because a job applicant,
or the government, can combine the asking of such
questions with statistical studies that may prove sex
discrimination. Although it seems strange that ask
ing about sex, age, or race can prove a violation of
law (since these factors are normally obvious in a
face-to-face job interview), their danger comes from
the rule we mentioned: If the question is asked, it is
assumed the answer is used.
Almost one-third of the surveyed forms ask for the
applicants height and weight, while ten percent ask
about the applicants hair or eye color and complex
ion. Some of these questions were placed in a special
box with instructions to answer the questions only if
check-marked. These types of questions are probably
asked by CPA firms with defense industry contracts
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that require accountants to have a
security clearance. This fact, how
ever, does not prevent the questions
from being strong evidence of
illegal hiring practices.
First, height, weight, complex
ion, and color of hair and eyes
gives information that can be
used to discriminate against
females, Hispanics, Asians, and
others. Second, these factors have
nothing to do with how well the
applicant can perform his or her
job (not a BFOQ). Third, Depart
ment of Defense regulations pro
hibit asking about these personal
characteristics until after a tenta
tive hiring decision is made. The
only safe job application ques
tions relating to security clear
ances are: “Do you know of any
reason you might have trouble
obtaining a security clearance, if
hired?" and "Are you a U.S. cit
izen?" These questions should be
asked only of those who must pass
a security check.
Problems caused
by the "independence ru!e”
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Table II
SURVEY OF EMPLOYMENT APPLICATION FORMS
(77 responses)
Percentage
1

Employment application forms without apparent problems

26

Employment application forms with possible minor problems
(asks for referral sources)

73

Employment application forms with multiple problems which
include questions that:

61

Identify age (ask age, birthdate, dates of public school
attendance)

13

Identify sex of applicant

29

Ask about marital status

32

Ask for information on spouse, children, mother and father, or
other dependents

32

Ask height and weight

10

Ask about color of hair or eyes, or skin complexion

14

Ask for nonjob-related health information

26

Ask about nonjob-related handicaps

16

Ask about current length of residence at present address or city

23

Ask if applicant owns own home

12

Ask about applicant’s transportation arrangements

9

Ask about arrest record

4
Ask for type of military service discharge
An apparent conflict between fair
employment laws and AICPA
9
Ask about past civil lawsuits against applicant
rules seems to arise when job
29
Ask if applicant has relatives employed by the company
application forms ask applicants
43
Ask applicant for past salaries or expected earnings
for information about their
spouses, children, parents, and
13
Ask if applicant has ever had a personal surety bond denied
other relatives. General legal
9
Ask if applicant has ever been denied a government security
principles, as well as agency
clearance
guidelines and court decisions,
often determine these questions
4
Ask about past misdemeanors
to be evidence of unlawful
9
Ask about applicant’s hobbies, activities, and memberships
employment discrimination.
(without any qualifying statement)
However, the AICPA Code of Eth
33
Ask applicant about any past workers' compensation claims
ics, Rule 101 on Independence,
requires that a CPA not express an
2
Ask other questions including those about driver's license, past
opinion on the financial state
addictions, social security benefits, church affiliation, or
ments of an enterprise in which
injuries
the CPA has a financial interest,
decision-making authority, or in
ask about relatives after hiring, for job assignment
some cases, a relative (see "Guidance on Independence
purposes only. Third, firms that are too small to
Issues," Journal ofAccountancy, May 1986, pp. 56-62).
avoid Rule 101 conflicts by job assignments should
In an apparent attempt to comply with the AICPA
ask about relatives on a job application form in the
rule, thirty-two percent of the forms ask for informa
following manner: "Please furnish us with informa
tion about relatives. This is unnecessary and
tion about any close relative you have who owns,
unwise. First, it should never be asked of non-CPA
manages, or controls any possible clients of this
applicants. Second, larger firms should wait and
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firm that would cause your disqualification in audit
ing under Rule 101 of the AICPA Code of Ethics
requiring independence of the audit function."

Other ill-advised questions
CPA firms should not ask about general health prob
lems and handicaps of job applicants. Firms should
inquire of, and consider, only health problems and
handicaps that prevent a job applicant from doing
the job to which the application applies. Employ
ment applications should never ask about appli
cants' methods of transportation to and from work.
This has nothing to do with the qualifications of
applicants, and the answers can statistically vary
among different races and national origins.
Job application forms should never ask about
arrest records since the answers tend to vary based
upon race and sex, and arrests prove nothing. Even
innocent people are arrested. The same considera
tions apply to questions about past lawsuits.
Statistical studies also show that the answers to
questions about the applicant s type of military dis
charge can vary based upon race and national
origin; therefore, the questions should not be asked.
The type of military discharge has little or nothing
to do with whether an applicant can do a good job,
and many people claim that during the 1970s less
than honorable discharges were sometimes given
for unfair or mistaken reasons.
Other questions that should not be asked, since they
can be proved to have a statistically different impact
on certain minorities without being a valid predictor
of job performance, include asking applicants about
credit ratings or personal credit problems, past misde
meanors (often minor crimes), past addiction to drugs
or alcohol, and church affiliation. Even questions
about club memberships, civic and school activities,
and hobbies may cause applicants to disclose their
race, sex, religion, or national origin. These should not
be asked unless qualified by a statement telling appli
cants they may omit any answers that disclose these
personal factors. Several state guidelines recommend
against asking about past problems in obtaining a
personal surety bond, or security clearance.
Traditional questions—new problems

Three questions traditionally appearing on job
application forms may now invite discrimination
lawsuits. The first asks about past earnings or future
earnings expectations. Because women tend to have

had earned more in his past job. Employers should
avoid these questions and simply choose the best job
applicant and offer the scheduled salary.
The second question asks for the name of a rela
tive or person to be notified in case of an emergency.
Several state guidelines prohibit asking about a rel
ative, while the law in New York prohibits asking for
the person to be notified. This question should be
asked only after hiring.
The third question, included in ninety-two per
cent of the surveyed forms, asks applicants to list
any relative or friend who is employed by the firm.

Sample Forms Available
One of the authors has developed a packet of
materials that includes a job application form
that elicits more information than most cur
rently used forms, while appearing to conform
to all known federal and state laws, case deci
sions, and agency guidelines. The form
includes statements that can serve as a release
allowing past employers, schools, and others
to furnish information about the applicant.
Other statements allow the use of an inves
tigative consumer report (if the firm desires to
obtain one), warn of the consequences of fur
nishing any false information, and limit any
resulting employment to an "employment-atwill" relationship. Apart from the job applica
tion form, additional forms are provided for
firms that practice affirmative action, and in
order to gather sensitive information from
newly hired employees.
The twenty-page packet also contains a list
ing of all federal and state antidiscrimination
laws, including the prohibited types of dis
crimination and sizes of firms covered under
each federal and all forty-six state laws. The
information packet concludes with a brief
explanation of the requirements of the new
Immigration Reform & Control Act's employer
duties that all CPA firms must follow when
hiring all employees, along with the form that
is required under the law.
The packet may be ordered by writing Dr.
James G. Frierson, Department of Manage

lower past earnings, and therefore lower earnings

ment and Marketing, P.O. Box 21250A, East

expectations (due in part to past discrimination),
several state guidelines prohibit asking questions
about past, current, expected, or minimum salaries.
Furthermore, an employer in a recent lawsuit was
found in violation of the federal Equal Pay Act for
paying a man more than a woman because the man

Tennessee State University, Johnson City, Ten
nessee 37614. Please include a check made out
to Dr. Frierson in the amount of $4.00 to cover
printing, handling, and mailing expenses, and
allow four to six weeks for delivery.
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The answer can be used in either of two ways, both of
which may cause fair-employment problems. If a
firm refuses to hire an applicant with a relative or
friend already employed (a strict antinepotism rule)
more women may be disqualified than men, if their
spouses make up most of the present workforce. If
the answer is used to give preference to applicants
with friends or relatives working for the firm, race
or national origin discrimination may occur if the
firm is mostly white or Anglo-Saxon. Therefore, this
type of question should not be asked unless a careful
study is first conducted which finds that no uninten
tional discrimination will result.
Two dangerous statements
Many job application forms refer to the requirement
of a polygraph examination, or to some form of
probationary employment. Neither should be men
tioned or used. The Employee Polygraph Protection
Act, effective December 27, 1988, prohibits CPA
firms and other employers from using lie detectors
and similar devices in testing job applicants. It also
prohibits random testing of employees, and so
restricts polygraph examinations in investigating
wrongdoing, that it is unwise for an accounting firm
to ever use this type of testing.
References to a trial or probationary period of
employment are dangerous because some courts
have rules that specify that once the probationary
period ends, an employee is no longer an "employeeat-will,” and therefore, the firm cannot discharge
that employee unless it can prove a reasonable basis
for the discharge and uses a reasonable procedure to
make the decision. Any restrictions upon the firm's
right to discharge employees should be avoided, if at
all possible.

Creating a legally safe job application form
The foregoing discussion may give the impression
that all relevant job application questions are now
either prohibited or legally dangerous. This is not
true. Questions that cause legal problems are those
that elicit information that is not important to a
hiring decision. For instance, it does an employer
little or no good to know the applicants sex, hair
color, race, marital status, or nonjob-related hand
icaps. Questions that elicit useful information are
allowed. For example, the following job application
questions not only conform to the law, but also elicit

information that is more useful than many of the
older, traditional questions:
□ Are you eligible to work in the United States?
□ Are you 18 years of age or older?
□ Have you applied for a position or worked for
this firm before?
□ Do you have any commitments to another
employer that might affect your employment
with us?
□ Do you have any physical or mental handicaps
that will prevent you from satisfactorily per
forming the job for which you are applying?
□ Do you have any language abilities (such as
reading or speaking a foreign language) that
might help you perform the job for which you
are applying?
A legally safe job application form can also ask
for a listing of the applicants education and past
employment, if properly worded. Information con
cerning personal references, clerical skills, bonding,
professional certifications, security clearances, past
experience (paid and unpaid), and similar informa
tion may be safely asked—if in proper form.
Conclusion

CPA firms, large and small, may be inviting lawsuits
by the use of their current employment application
forms. Firms that do not use written forms may also
invite lawsuits by the oral questions they ask of job
applicants. Preventive legal planning to minimize
the risk of discrimination complaints, lawsuits,
large legal fees, and adverse court judgments is easy
and inexpensive. The use of appropriate job applica
tion forms can prevent lawsuits that require part
ners or managers to lose valuable time in preparing
a defense, and can prevent unfavorable publicity for
the firm and many thousands of dollars in fees and
judgments. CPA firms that fail to act by reviewing
their job application forms may have only them
selves to blame if they become a target of an employ
ment discrimination lawsuit.

—by James G. Frierson, MBA, JD, Thomas E.
McKee, PhD, CPA, CMA, CIA, Paul E. Bayes, DBA,
and James P. Jolly, PhD, College of Business, East
Tennessee State University, Johnson City, Tennessee
37614

SOME THOUGHTS ON PREPARING A POLICY MANUAL
AND PERSONNEL GUIDE
It is in a firm’s best interest to formalize and write
down its management personnel policies. Among
other benefits a policy manual can be an important
tool in the orientation of new staff members and,
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if thoughtfully prepared, can help motivate the
staff thereby resulting in improved services to
clients.
Our policy manual is for the use of both clerical
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and professional staff. It was developed, and pro
fessional matters such as the code of ethics were
reviewed, in conjunction with a public relations
firm, legal counsel and the Massachusetts Society
of CPAs.
Broadly speaking, a policy manual should de
scribe the firm, cover standards of professional
work, personal conduct, employee benefits, work
ing hours and vacations, travel and expense reim
bursements, and office procedures and routines.
Quite obviously, the more comprehensive a
policy manual is, the better guidance it will give
the staff. And, while it is not possible in an article
(or even necessary) to cover every subject in a
policy manual, the following topics are among
those that should be given some thought when
preparing one. They are based on our personnel
guide, a copy of which is loaned to each staff mem
ber while in the employ of the firm.

□

□

□

□

Description of the Firm

□ The introduction should extend a welcome
to the readers, make them feel part of the
organization and let them know what is ex
pected of them.
□ Explain the firm’s philosophy, state its ob
jectives and the means of attaining them.
Detail the services provided and the geo
graphical area covered.
□ Give the firm’s history, tell how it was
started and how it grew, and mention the
education of its founders, professional mem
berships, etc.
□ Have an organization chart showing the
firm's management and how committees are
established. (This can be used to explain the
advantages of a small firm when recruiting.)
□ Show the classifications of professional per
sonnel and their functions and responsibili
ties. Explain the process of selecting per
sonnel for the firm.

□

□

□

□

Standards of Professional Work
□ List the professional organizations and vari
ous other state agencies to which the firm’s

principals belong.
□ Make sure that all personnel become fa
miliar with the rules of professional conduct.
□ Encourage personnel to safeguard the firm’s
interests, conduct themselves as profession
als and work as expeditiously as possible.
□ All members of the accounting staff should
be encouraged to join the AICPA and other
appropriate organizations. Explain the pro

□

□

cess for reimbursing staff for the cost of dues
and of attending meetings and seminars.
Explain the assistance offered by the firm to
facilitate staff training and development.
This could be the use of the library, the pub
lication of internal accounting and tax bul
letins or the holding of periodic staff training
meetings.
State the policy regarding reimbursement
for advanced CPE courses and certain
courses that the firm may require. Notify all
professional staff members that they are
expected to attain CPA status as soon as
possible.
List the services available in the firm’s
library and explain the classification system
and the rules governing withdrawal of books
and periodicals.
Encourage staff members to write articles
for publication. Let them know if the firm
can help them in any way.
Explain the rules for reporting work in
process and for keeping in touch with the
office. It is also important to explain how
personnel are assigned to jobs.
Let the staff members know the processes
by which their performances and salaries
will be evaluated. And let them know they
have the opportunity to discuss their prog
ress. Include copies of any forms used in the
evaluation process.
In order to maintain the firm’s indepen
dence, staff members must be instructed to
notify the principal if they are assigned to
work where they (1) were previously em
ployed, (2) have a relative in the employ of
the client, (3) have a relative in the employ
of a competitor of the client, (4) have a
financial interest in the client.
Staff members should be instructed to main
tain a courteous but independent attitude
in their relations with clients. Any criticism
regarding the assignment should be on the
working papers and be brought to the atten
tion of the principal in charge of the engage
ment.
Stress the importance of confidentiality and
explain the steps taken to enforce it. Let the
staff members know what must be done in
the event of discovery of possible defalca
tion.
State the rules governing personal conduct
(especially at a client's office), telephone
calls, smoking, dress and grooming codes,
working hours, vacations, overtime and sup
per allowances, etc.
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Employee Benefits
□ Information concerning the firm pension
plan and the profit sharing plan should in
clude the following topics: effective date,
cost, operation, eligibility, retirement dates,
benefits, termination, dismissal and forfeit
ures, limitation of assignment, rights to em
ployment or benefits, plan amendment or
termination.
□ Information on hospitalization and major
medical insurance should state the carrier
of the insurance plan, its cost and who pays
it, and cover dependents and eligibility.
□ Information on group life insurance should

list the types available, state the carriers and
the coverage, the cost and who pays it.
□ Information on a group disability income
plan should state the firm’s policy as to eli
gibility and the length of time which cover
age provides.
□ Consider including copies of the summary
plan descriptions as part of the policy
manual.
-based on material supplied by
Francis M. Percuoco, CPA
North Quincy, Mass.
For an example of a firm’s personnel guide, see
the appendix to part 3 of the MAP Handbook.

HOW TO USE THE AICPA’S ACCOUNTING TESTING PROGRAM
The AICPA’s Accounting Testing Program has been
in existence many years to help firms evaluate new
applicants and present staff for placement and
training. The tests are developed by an Institute
committee comprised of accounting practitioners
and educators who work together with testing and
measurement professionals from The Psychological
Corporation (TPC), an independent testing agency
that also serves as administrator of the program.
There are two types of tests available: an aptitude
and an accounting achievement test. The aptitude
test, actually called the Orientation Test, measures
verbal and mathematical skills within a business
context. The test takes fifty minutes to complete,
and an overall score is given as well as scores for
both the verbal and mathematical sections.
The Accounting Achievement Test for Accounting
Graduates (Level II) measures competence in five
major content areas: financial accounting, auditing,
cost and managerial accounting, information sys
tems, and taxation. The Level II test is available in a
fifty-minute or a two-hour version. With the longer
form, an overall score is given as well as a subscore
for each of the five content areas. This is especially
useful for assessing the technical strengths and
weaknesses of an employee to determine placement
and for identifying training needs.
The test materials provided by TPC include reus
able test booklets, which can be kept by the firm
under secure conditions, answer sheets, and an
instruction manual for administering the test and
interpreting results. In addition, the firm has sev
eral grading options.
Answer sheets returned to TPC will be graded, and

reports mailed back within five working days. For
an additional $2 per answer sheet, TPC will grade
the answer sheets upon receipt and report back by
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telephone. Or for a small fee, the firm can purchase
an answer key and grade the tests immediately.
Firms are still urged to return the answer keys to
TPC, however, to verify scores and for data collec
tion, which is essential with standardized tests.
National norm groups—that is, reference
groups—have been established that enable the user
to compare an individual score with the scores of
other test candidates who have similar educational
or work experience backgrounds. There are four
norm groups available. Thus, score reports include
the individual’s raw scores as well as the percentile
rank in the norm group selected for comparison.
There are several stages at which the tests can be
used. One approach is to use them as a prescreen for
new recruits. Using the tests as a common yardstick
is particularly useful if you recruit from more than
one school. The FBI, for example, uses the Level II
Achievement Test to qualify applicants for special
agent accounting positions before they begin the
three- to six-month process of screening and train
ing prior to being accepted.
A number of CPA firms give the test to those candi
dates who have been invited back for a second, more
in-depth interview. Others use the test results as
additional information in making decisions on
placement, training, or promotion of present per
sonnel. Several firms, for example, use both the
Orientation and Achievement tests as part of their
staff training programs.
Research studies indicate that test scores are pre
dictive of passing rates on the CPA examination, and
that they correlate with on-the-job performance rat
ings by supervisors. The combination of an objective
measure of aptitude with a subjective interview pro
cess can provide a powerful assessment of an indi
vidual. The tests, updated periodically, are easy to
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administer and easy to score.
For further information, contact the AICPA Test
ing Project Office, The Psychological Corporation,
555 Academic Court, San Antonio, Texas
78204-9990. Telephone: (800) 228-0752, or (512)
299-1061.

—by Beatrice C. Sanders, AICPA, New York
Editor’s note: Ms. Sanders is director of the Institute's
relations with educators division.
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ESTABLISHING A LOCAL FIRM RECRUITING PROGRAM
The primary source of professional staff for a CPA
firm is college graduating classes and if you are
to obtain the type of people you want for your
practice, it is essential to establish an effective
recruiting program. We are convinced that recruit
ing is the foundation for success in a CPA firm,
so much so, that we have three partners engaged
in on-campus recruiting activities to enable us to
cover more schools. We wrote down our recruiting
procedures some years ago, but in order to further
ensure commonality in the way data is collected
and evaluated, we developed a recruiting manual
in 1980.
Apart from deciding on the type of graduates
you would like to have join your firm, you must
also determine how many people to hire if you are
to attain your long-range goals. We compute our
professional staff needs as part of our long-range
plan (See “The Art and Science of Picking Your
Niche for Growth” in the March 1980 Practicing
CPA) and hire people who have received a bache
lor’s degree with a major in accounting. These are
not necessarily the graduates who have the high
est grades. Rather, they are people we believe have
the potential to become partners in May, Zima &
Co. We try to visualize how they will fit in our firm
in 8 to 10 years’ time.
School selection is very important. We believe
a firm should recruit at colleges outside its own
region, if possible, to get people with different
ideas. We started doing this in 1969 when we were
a four-partner firm. Now we recruit in 15 schools
in 3 states.
If you have a partner or manager who is an
instructor at a particular school, it can greatly
facilitate your relations with the accounting fac
ulty and in knowing who can help you. We make a
point of asking the students which instructor they
go to with their problems. Most often, we find,
this is not the chairman of the accounting depart
ment or anyone the national firms are talking to.
This person can be a most valuable contact—sev
eral people who are now partners in our firm were
found this way.
Get to know the people on campus before you
start your recruiting program. (We always visit a
campus a year prior to starting a recruiting cam
paign.) Don’t forget the people in the college
placement office when you visit. Secretaries and
other office workers can sometimes help you a lot.
And stay in contact with the schools all year, not
just at recruiting time.
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You must make sure you are at the school when
the graduates have their interview sessions. The
timing is all important. Make every effort to get
to know prospective candidates. Find out what
their interests are and what they are like. Go to
football games with them, etc. In our case, we
look for bright candidates but don’t really com
pete for those with super grades, although we do
try to interest them. The starting salaries we pay
are determined by market conditions.
To be effective, a recruiting partner should be
able to offer interesting information about the
firm. (We believe in full disclosure and make sure
that our partners have the facts.) You should en
deavor to find something unique about your firm
that your recruiting partner can tell students. Talk
to them about the career paths they can have with
your firm—money is important too.
To be properly prepared for the interview, you
should have a fairly complete picture of the can
didate in your mind before he or she arrives.
Review the student’s resume carefully, flag special
items and have all available information and
needed forms at hand. After interviewing all can
didates, size up the group as a whole and then
analyze the individual resumes to see if anyone
stands out.
At the actual interview, ask thought-provoking
questions that relate to things the student has
done. One question we always ask candidates is
what were the most significant things that per
suaded them to go into public accounting. Their
answers show if they appreciate the opportunities
that have come their way.
Seek additional information. Check each stu
dent’s academic achievements (remember that the
accounting curriculum is different at each school)
and watch for signs of burnout. Not one of the
students with a 4.0 index who joined our firm is
still with us. We think they just didn’t want to
work that hard anymore. Work experience is very
important. Look at this and at the student’s extra
curricular activities. Find out the draft status if
you think this might be an issue and also if a can
didate plans to go to graduate school (how and
when?). And get some idea of the date a graduate
would be available for employment.
It is important to build rapport with the can
didates and sell them on your firm. Don’t talk
about anything your competition is doing. Instead,
find out what the students know about your firm,
tell them its history and discuss your long-range
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Exhibit 1
Campus Personnel Evaluation Form

Name________________________________________
School_______________________________________
Location preference______________________________
(1)

Ratings

Poor

(2)
Below
average

Date-----------------------------------------Draft status___________________

(3)
Above
average

(4)

Outstanding

□ Appearance
□ Oral expression
□ Personality and character
□ Drive and ambition

□ Interest in firm
□ Overall impression

Comments:
Summary recommendation:

Try hard to employ
Invite to office
Wait until all interviews completed
No offer

___________
___________
___________
___________

Signature of recruiter

plan, CPE program, promotion and partnership
policies, the variety of work you do and specific
areas of expertise. And always convey the impres
sion that you are really interested in the student
coming to work with you. Be open with the can
didates, lead them into discussions, encourage
their responses with a nod of the head, etc., listen
carefully to what they say and comment on it.
Each interview should last 30 to 40 minutes and
at the conclusion, you should express your appre
ciation and make it clear to the candidate exactly
how you will be in contact. You must follow up
on that. Make sure you do keep in contact. At the
end of each interview, complete the evaluation
forms and get ready for the next student.
In order to hire two people, you will probably
interview 10 to 15 candidates. Don’t forget in your
evaluations that the ultimate decision is whether
to hire a candidate. Make judgments about each

person’s characteristics and qualities but remem
ber to be careful of any personal biases you may
have, such as a predilection for attractive red
heads.
The following are some key points to keep in
mind during your review of the data on each can
didate:
□ Appearance. How people dress often reveals
quite a bit about them. For example, we are
always more cautious if a candidate is overly
casual—no tie, etc.
□ Oral expression. Candidates are under some
strain and an apparent inarticulateness may
be due to this.
□ Personality and character. Traits are difficult
to determine in a 40-minute interview.
□ Drive and ambition. The resume can tell you
a lot and so can instructors. You won’t find
out much during the actual interview though.
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Exhibit 2

Campus Summary Evaluation Form
Recruiter_____________

School-----------------------------

|

|

|

Interview date__________

Office visit
commitment

|

|

|

Interest in firm
Overall impression

|

Y N ?
|

Remarks
|

Overall/
accounting

|

Graduate

Overall/
accounting

Personality
and character
Drive and ambition

Undergraduate

Oral expression

Appearance

Grade point averages

|

Draft status

Age

Student name

Graduation date

Time began

|

Personal
evaluation*

*Rank every category: 5 = Outstanding, 4 = Above average, 3 = Average, 2 = Below average, 1 = Poor

□ Interest in your firm. Have they used any
initiative at all to find out anything about
your firm? If they have, it is an important
clue.
□ Overall impression. Were you comfortable
with the candidate? Did you feel at ease with
him or her? If you weren’t comfortable or at
ease, why not?
Selected candidates should be invited to your
office to tour your facilities and meet other mem
bers of the firm. This visit should be structured
very carefully. There must be no lulls or embar
rassing interruptions at any stage. The candidates
should meet the partner in charge of the office and
a practice partner and the visit should include
lunch at a nice restaurant with some of your staff

accountants. The offer or rejection should never
take place at the office interview. Instead, write to
the candidates after all evaluations have been
completed.
Conclusion

A firm is only as good as the people who work
in it. We believe our present success and growth
is due entirely to the people we have hired through
our evaluation and selection process. We began
years ago. We started recruiting on campus when
our revenues were $160,000 a year. The resources
are relative. What you spend is an investment in
the future and it is never too early to start.
-by Donald P. Zima, CPA
Atlanta, Georgia
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HOW TO SELECT AND RECRUIT COMPETENT PERSONNEL
People are the only inventory that a CPA firm
carries. But because of the relationship of its per
sonnel (or raw material) to the services offered
its clients, a firm’s reputation depends on the
quality of the people it hires.
Good people are obviously a rare and perish
able commodity and often a firm will find that its
needs are best met by hiring them at entry level.
Once this decision is made, the question arises
as to which colleges or universities should be
approached and how best to go about selecting
and recruiting the right people for your firm. Here
are some ideas:
□ Recruit at universities and colleges in your
local area. Students have made contacts in
the area and will probably want to practice
there.
□ Stick to schools with a proven record in
accounting disciplines.
□ Assess your past experience with a school.
Is it successful or not from your point of
view?
□ Get to know the faculty. Have them to lunch
or invite them to the office. Remember, the
school will not approach you.
Before interviewing candidates, there are some
preparatory steps that you can take that will make
the process easier for all concerned.
□ Get the application forms in advance and
look at them thoroughly. The more you
know about a candidate, the more comfort
able you will be able to make him feel.
□ Learn interview techniques. Practice with
your partners and remember your own inter
view. The interviewer should be the person
best able to identify with graduates. If he is
an alumnus from the same school, that is

even better.
Some Interview Techniques
□ Be friendly and encourage responsiveness.
You must draw out that information which
is not on the application form. Ask him what
he liked best and least about his part-time
work.
□ However, you must avoid asking questions
that can be answered with a simple yes or no.
For example, rather than ask, "Did you enjoy
your part-time work?” ask instead, "What
did you find most enjoyable about your parttime work?”

February 1978

□ Listen to him. Get him to ask questions and
always give honest answers. Never get people
into your firm under false pretenses.
How to Evaluate a Student’s Qualifications
Evaluation is based on personal judgment and
there is no way to strip subjectiveness out of it.
However, you must consider a candidate’s
□ Personal qualities. What impression is he
likely to make on others, both initially and
later?
□ Reliability characteristics. Could you depend
on him to carry out an assignment?
□ Mental abilities. How well would he be able
to carry out an assignment? Is he good at
identifying problems and planning effective
strategy?
□ Qualifications. How well do the candidate’s
qualifications match with the job descrip
tion?

Criteria for Evaluating a Candidate
□ When reviewing a student's academic
achievements, try to obtain the class stan
dard.
□ Check his involvement in related activities
and try to determine how his interests mesh
with your objectives.
□ He must be able to communicate — be fluent
and precise. He is useless to you otherwise.
□ Personal appearance is important because
of its effect on clients. He should be neat and
well dressed by today’s standards.
You can sometimes learn a bit more about a
person during an interview from his mannerisms.
He may be telling you one thing but his hands,
legs and especially his feet may be signalling
something quite different. What you are looking
for in a person is
□ Maturity. Can he accept his limitations and
overcome dissatisfaction? Is he responsible
towards his family? Check to see if he got
good grades in subjects that he did not like.
□ Stability. Can he maintain composure and
take criticism? You don't want a moody per
son with peaks and valleys.
□ Industry. Is he willing and conditioned to
work hard? Find out if he earned a portion
of his college tuition.
□ Perseverance. Is he easily distracted? Is he
a self-starter? Can he finish jobs? It is very
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important that the person you hire be willing
to work hard and persevere.
□ Self-reliance. Is he willing to take action on
his own initiative to rectify errors, etc? You
need someone who can operate successfully
without close supervision.
□ Motivation. Is he opinionated? Does he have
a star complex? Remember, although you
want a self-starter, he must be a team player.
□ Leadership. Is he a class leader, a member
of honorary societies, etc? Has he shown
leadership in extracurricular activities? He
must also be able to get along with others.
The accurate evaluation of an individual’s as
sets and liabilities is the determining factor in
recruiting the right person for your firm. There
are no absolute answers and your judgment de

pends on the data gathered. So make sure that
the information you have on a person is correct
and complete. And get all the facts you can. Draw
conclusions by checking the consistency of the
candidate’s responses throughout the interview
and search for other possible meanings.
If the applicant has made a favorable impres
sion on you, tell him that he will be invited to your
office to meet other members of the staff. This
should be done within a short time after the inter
view. Make sure that your staff knows about him
so that he feels important. In fact, treat him as you
would a client. Remember, our future partners
will come from personnel hired at entry level.
—adapted from a speech
by Charles Kaiser, CPA, Los Angeles

SUCCESSFUL RECRUITING TECHNIQUES FOR LOCAL FIRMS
Regardless of size, any firm in a personal service
industry, such as public accounting, must attract
and retain qualified personnel if it is to be viable.
This means that unless there are unique differ
ences in entry qualifications, there is bound to be
competition for staff among firms of all sizes.
Consequently, every CPA firm should pay close
attention to strategies for successful recruiting
on college campuses.
An examination of hiring patterns* shows that
CPA firms are interested in obtaining three types
of personnel:
□ Graduates (lacking work experience) from
universities and colleges.
□ People with prior work experience in a CPA
firm.
□ People from non-CPA entities, e.g. consulting
firms, usually for specialized services.
Smaller firms tend to hire a larger percentage
of experienced people than larger firms do. Never
theless, inexperienced university graduates make
up approximately 80 percent of the entrants into
larger firms and about 60 percent of the entrants
into smaller firms.

*These percentages and other statistics are taken from
H. E. Arnett and P. Danos, CPA Firm Viability: A Study
of Major Environmental Factors Affecting Firms of Vari
ous Sizes and Characteristics, Paton Accounting Center,

University of Michigan, 1979.

September 1980

The need for high-quality employees, coupled
with the existence of a relatively large pool of
accounting graduates, has led to a high level of
selectivity and strong competition among firms.
Our research indicates that firm size makes no
difference regarding the preferred academic at
tainments, including types of degrees of the grad
uates, and the types of schools attended. For all
firms, the most desirable attribute a candidate can
have is “partnership potential.’’ Exactly what this
means or even whether it means the same thing to
all people is difficult to say. However, the follow
ing findings related to more specific attributes are
revealing.
□ Grades. Nearly all firms believe grades are
critical in the first screening of prospects,
and the use of grade cut-off levels is almost
universal. The most desired grade point av
erages are quite similar across firm size
groups.
□ Types of schools. Fifty percent of the smaller
firms and sixty percent of the larger ones
prefer people from the major colleges and
universities. Thus we can conclude that there
is considerable overlap in the most desired
source of entry into the profession.
□ Types of degrees. Our research indicates that
44 percent of the smaller firms and 51 per
cent of the larger firms believe graduate de
gree holders are more desirable than under

graduates. Again, an overlap exists.
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When it comes to personality traits, lifestyles,
goals and objectives of entrants, firm size does
make a difference in what are considered to be
desirable attributes. This is because the scope of
services and the client/firm relationship may vary
considerably between large and small firms, as
may the organizational structures, modus oper
andi and the relationships among employees.
Quite obviously, certain people’s personality traits
will be more attuned to one firm size than another.
The important point is that students understand
the differences so they can make the right choice.
Small firms, like larger ones, want to have the
type of relationship with professors that will aid
in the recruitment of the best qualified person
nel. However, if smaller firms are to improve their
recruiting, they must understand the problems
they face, the causes of these problems and why
their competition is often more successful. Armed
with such knowledge, they can then develop more
effective recruiting strategies.
The economics of size and its
effects on the recruiting process

Large national firms are of sufficient size to
develop centralized recruitment strategies. They
can have a partner in charge of recruitment and
training, much of whose time is spent planning
and coordinating these efforts across the country.
They may also have a manager or partner in each
large practice office who spends a great deal of
time on similar endeavors locally.
Because of these centralized, formalized efforts,
and the ability to spread the costs over a large
client base, large firms can target major schools
in the country for recruitment campaigns. They
can make funds available to schools for various
uses such as scholarships, research projects and
funding professorships in accounting. Members
of these firms can appear frequently at in-class
presentations and give speeches at schools.
These activities are deemed desirable by pro
fessors because they play a part in the total edu
cational package. In addition, they work to the
competitive advantage of the firm involved by
keeping its name in front of students.
Such relationships between professors and
large national firms have caused some small-firm
practitioners to believe that professors are biased
in favor of these firms. Although we have no scien
tific knowledge in this regard, we believe that pro
fessors do not knowingly prejudice their students
against smaller firms. Rather, we think they may

stress or emphasize the larger firms in class be
cause the names come to mind or because the
students can readily identify with them.
The names of large organizations, be they CPA
firms, industrial companies or governmental
units, frequently appear in newspapers and on
radio and television. Although all we read and
hear about them is not good, their names are con
stantly in front of us. Because of this environ
mental conditioning, it is probable that young,
impressionable people tend to think in terms of
being associated with a large organization, and
believe that such an organization will benefit their
own prestige and income. This type of promotion
and publicity of large firms is a natural advantage
in their recruiting efforts and is likely to persist.
Small firms cannot change this environment.
The challenge to smaller CPA firms is to develop
effective counter strategies.
There are, however, some larger-firm recruit
ment advantages that can and should be altered.
These, which we call artificial barriers to profes
sional viability, can be summarized under the per
ception that bigness equals quality or that bigness
is a buffer against blame should something go
wrong. Such feelings are partially created by, and
certainly reinforced by audit committees, bankers
and underwriters to the extent that they tend to
select the largest firms. These perceptions have an
indirect impact on recruiting through their effect
on students’ images of different size firms. Stu
dents recognize that there is a relatively high turn
over of employees in CPA firms (students’ percep
tions of job opportunities outside the firm are a
prime factor in firm selection) and may believe
their prospects for changing jobs are not as good
with a small CPA firm as they would be with a
large one. They may also believe that a small firm
will not offer them the same opportunities for pro
fessional development.
Solving recruiting problems
Given these problems, here are some ideas to help
smaller firms recruit more effectively.
Removing artificial barriers to the overall via
bility of smaller firms is a task for the profession
as a whole. Bankers, lawyers, audit committee
members and others who affect selection of CPA
firms should make an effort to be objective in the
evaluation of the quality of the professional serv

ices offered. This, we believe, requires more
orderly information about CPA firms and a greater
understanding of the risk to all parties in choosing
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one CPA firm over another. The bigness syndrome
should not govern the selection of larger firms,
and a major educational drive aimed at third
parties is needed to combat this.
Obviously, smaller units do not have the re
sources to engage in all of the recruiting activities
of a large firm. However, collectively, they can
attain the critical mass necessary to do so, and
organizations are already in place to help. Local
chapters of state societies, the state societies and
associations of CPA firms can work with colleges
and schools in their areas. For example, these
organizations might promote "small firm” days
at local schools and colleges where practitioners
could talk about their firms. Working together in
such organizations would also provide oppor
tunities to centralize recruiting efforts, at least in
terms of promoting small firms generally, and to
establish excellent training programs for em
ployees.
The major objective of this collective action
should be to educate faculty and students to the
advantages of working in small firms in general.
Attention should be drawn to the less formal
structures of smaller firms and the greater oppor
tunities that often exist for applying personal
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expertise, care, attention and judgment to partic
ular client engagements. Faculty and students
must clearly perceive the differences in working
in small firms: the faculty so they can better ad
vise students, and students so they can make more
knowledgeable decisions regarding career paths.
Individually, small-firm practitioners can make
an effort to become better acquainted with pro
fessors of local schools and colleges through di
rect contact and discussions. This will provide
opportunities to appear at various functions at
the schools, make presentations to the classes and
make known needs for new employees.
No matter what the ultimate solutions to smallfirm recruiting problems are, the initial step will
have to be taken by the small firms. That first step
will surely relate to communication—communica
tion with professors to make them more sensitive
to possible bias in their attitudes, with students
to make them aware of the opportunities with
small firms, and with other small CPA firms to
create the structure for a common effort.
-by Harold E. Arnett, professor
of accounting and Paul Danos,
associate professor of accounting
The University of Michigan

HOW LOCAL FIRMS CAN BE SUCCESSFUL IN COLLEGE RECRUITING

July 1985

Competition is keen for outstanding accounting
graduates. Local firms, lacking the resources to
spend large sums on campus recruiting, often be
lieve they are at a disadvantage in hiring such per
sonnel. By using certain recruiting techniques,
however, there is no reason why local firms cannot
compete successfully for top accounting graduates.
Besides on-campus recruiting, there are several
methods of hiring accounting staff. These include
placing an advertisement in the newspaper, con
tacting a professional employment agency or re
sponding to unsolicited resumes and referrals.
Because it is often difficult for people to accept an
other firm's way of doing things, however, some
firms prefer to hire only people who have no prior
work experience. To do this, recruiting on a college
campus offers many advantages over other
methods.
For example, once you have hired a couple of
graduates and are familiar with the standards of the
school, on-campus recruiting can provide you with

ing is also easier. One recruiter can interview up to
twelve students in a day in predetermined thirtyminute time slots. With help from the campus
placement office in arranging the interviews, this
allows you to quickly screen people without com
mitting substantial time and resources.
You can also solicit informal faculty comments on
the students being interviewed. This will help verify
the information on their resumes and may be the key
input in determining whether or not to make an
offer to a particular student. Developing a reputa
tion as an outstanding CPA firm through a suc
cessful relationship with a college can only enhance
your prospects of attracting current top graduates.
The best way to begin a successful relationship
with a college is to develop close contacts with the
chairman of the accounting department, key faculty
members and the director of the campus placement
office. Faculty often have a strong influence on stu
dents' employment decisions, and these contacts
should be the primary element in a local firm's cam

a constant source of candidates with a consistent

pus recruiting efforts. You can invite these individu

level of academic achievement. On-campus recruit

als to your office and acquaint them with your
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operations. Faculty are often critized for being bi
ased toward national CPA firms. This may be due to
their lack of knowledge of local firms.
The recruiting partner should meet the director of
the campus placement office and review the process
for conducting campus interviews. It is a good idea
to find out what services the placement office pro
vides and to ask about the experiences of other CPA
firms on that campus. The recruiting partner should
also ask for a copy of the school catalog and aca
demic calendar, and review the graduation dates
and requirements for graduation.
A brochure will help students learn about your
firm, and there are a number of college activities in
which firm members can participate to enhance
your reputation as a leader in the local accounting
community. These include having members of the
firm speak at meetings of student accounting organ
izations, at career days or career-planning sessions
and at auditing and tax classes. There are other

things the firm can do to become known, such as
attending events sponsored by student organiza
tions, which may hold annual banquets, profes
sional program days or other activities to which
they invite professionals from the local community.
Each year, the local chapter of Beta Alpha Psi
must have its financial statements audited, and you
can offer to serve as the auditor. If firm finances
permit, you can make contributions to a student
accounting organization or give a scholarship in the
firm’s name and make the award to the recipient at
an organization meeting or banquet. You can install
a plaque with recipients names on campus.
You can also sponsor social and sports events for
students and members of the firm. If you have
enough people, challenge a student organization to
a game of basketball, softball or volleyball. A pizza
party is a popular way for students and your person
nel to become acquainted. Another way is field
trips—having a manageable number of students
visit your firm.

Tips for the Campus Interview

It is a good idea to invite some of the faculty to lunch on the day the firm is holding campus interviews to hear
comments about the students. Also, schedule campus interviews regularly, and choose an enthusiastic member of
your firm to conduct them. Have him or her study the literature on human relations, because your interviewer must
be able to quickly establish a good rapport with students if you are going to attract any of them to your firm. The
inteviewer should be prepared to
Emphasize the advantages of working for a local
firm, rather than a larger one, such as
□ Fewer transfer problems
□ Less travel
□ More varied experience
□ Greater personal attention
□ Closer bond with the firm
□ Better job satisfaction
□ Less turnover
□ More client contact
□ Greater client appreciation
□ More opportunities for advancement
□ More freedom to explore and carry out one's
own ideas
□ Possibly more monetary rewards in future
years
□ Better facilities
□ More attractive quality of life (shorter com
mute, better school system, etc.)

Respond to certain questions such as the following,
which are usually of great concern to students:
□ How much travel do your employees have to
do?
□ What kinds of formal staff training and CPE
programs do you offer?
□ What assistance does your firm offer in prepar
ing for the CPA examination?
□ What kinds of insurance do you provide for
staff?
□ How do you compensate for overtime?
□ Do you reimburse for moving expenses?
□ What is your policy regarding vacations?
□ What is the average length of time required to
make partner in your firm?
□ Do you encourage staff to obtain certifications
other than CPA, such as CMA and CIA?
□ Do you encourage staff to do postgraduate
work at a university?
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At these visits, several staff and partners can
make presentations explaining the services offered
by the firm and the duties performed by people at
various levels. As well as allowing students to hear
professionals describe their work and the career
paths available in public accounting, these visits are
an opportunity to impress students with the quality
of your firm, its personable atmosphere, the enthu
siasm of your staff and the advantages of working
for a local firm in general.
Have a list of questions to ask the students, and
select some that will be asked of everyone to help in
comparisons. Stress interviews are not recom
mended. Students don’t like them and the firm will
not develop a good reputation on campus.
Be knowledgeable about current salary ranges in
your area, and be flexible in extending invitations
for office visits. If candidates are outstanding, con
sider inviting them during the campus interview.
Students are impressed by the indication that the
recruiter really likes them. A quick invitation may
give the local firm the edge.
When students are invited to the office for inter
views, the visits should be organized and the stu
dents provided with a copy of the schedule,
including names, position and time slot for each
segment of the visit. Arrange for several firm mem
bers, including junior staff members and other

OPPORTUNITIES IN CAMPUS RECRUITING
A great expansion in accounting education took
place during the 1970s, and the supply of gradu
ates has grown much faster than the number of
openings in public accounting. This makes finding
a job in public accounting more competitive, and
many more capable graduates are available than
can be absorbed by public accounting firms.
In an annual survey conducted at Bowling Green
State University, our accounting seniors are asked
(prior to the start of interviewing) to indicate the
jobs they would prefer. As shown in exhibit I,
more than half choose public accounting. How
ever, exhibit II reveals that when the smoke has
finally cleared, only 28 percent actually find em
ployment in public accounting.
Why does this occur? Partly, of course, because
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alumni from the same college, to talk with the can
didates, and make sure you can get quick feedback
from them.
You might want to consider inviting a candidate s
spouse to join you for lunch or for cocktails at the
conclusion of the visit. A spouse can often influence
a candidates decisions and will be favorably in
clined toward a firm that shows an interest in his or
her feelings. And of course, if any candidate is an
outstanding prospect and the office interviews and
feedback reinforce that opinion, you should be pre
pared to extend an offer for employment during the
visit. The reason is the same as before—candidates
are impressed when a firm appears to really want
them.
Adopting a few of these ideas for developing close
relationships with college faculty and becoming in
volved in student activities can give you the means
to communicate the opportunities and advantages
of employment with a local firm. Once aware of the
facts, many students may well conclude that em
ployment with a local firm best suits their personal
objectives and goals.
—by Marilyn F. Hunt, CPA
School of Accounting
University of Central Florida
Orlando, Florida 32816

December 1980

students sometimes decide during interviews that
they really prefer another occupation. Mostly
though, the results shown in exhibit II reflect the
shortage of opportunities in public accounting.
A large majority (84 percent) of our graduates
interview at least one national firm. Nevertheless,
only 38 percent of them receive employment offers
from these firms. Academic qualifications alone do
not preclude a national firm offer, as is borne out
by the fact that the average academic qualifica
tions of graduates not receiving any offers from
public accounting firms are good.
Given these conditions, which are found not
only at Bowling Green but nationwide, it would
seem that local firms can hope to attract quality
recruits despite the competition. Certainly it is
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How One Local Firm Does It

Ours is a firm of 16 people (9 professionals,
7 of whom are CPAs). We recruit graduates
from the University of New Mexico and from
New Mexico State University. We determine
our needs as far in advance as possible and
try to bring in only new graduates, hiring
experienced staff only when necessary.
In maintaining our relationships with the
professors, we tell them not only of our needs
but about our firm, such as its growth, quality
control program and future plans. We also let
them know how their past students are doing
with our firm.
We hold an open house for students and
professors. They receive a guided tour of the
office and hear about our firm’s procedures
for advancement and how we compete with
national firms. We offer to speak at and spon
sor accounting club meetings.
Because of the many positive aspects to
being associated with a local firm—more per
sonal relationships with partners and clients,
more varied work, less travel, etc.—we first
try to sell the local firm concept as a whole,
then our firm.
Our firm has an aggressive professional
development program for staff members.
This program is reviewed in-depth with stu
dents as well as with prospective staff mem
bers. They are told how many weeks will be
devoted to their training during the first
eighteen months, what this will cost the firm
and what they can expect to learn.
We subscribe to a national firm’s audit
manuals and programs which include tech
nical information as well as training aids. We
explain to graduates that this permits us to
maintain local-firm qualities while allowing
us access to the research abilities of a large
firm. This is an effective sales tool.
We believe that our association with the
universities has been a real benefit to the
firm. Seven of us now hold degrees from the
University of New Mexico. Also, having staff
members involved with graduates and stu
dents keeps them alert to someone who might
make a welcome addition to the firm. In fact,
being involved in selling the firm keeps staff
members’ morale at a high level.
-Jerrell A. Atkinson, CPA
Albuquerque, New Mexico

difficult because, rightly or wrongly, students per
ceive national firm experience as looking better on
their records. In spite of these perceptions, 36 per
cent of all local-firm offers are accepted by stu
dents as compared to 25 percent for larger firms.
Although one should be careful in interpreting this
statistic because one student may collect offers
from several larger firms, it should be encouraging
to local firms active in campus recruiting.
What can a local firm offer to enhance its com
petitive position against larger firms? Diversity
of experience and the chance to work with smaller
clients are strong selling points. Students are im
pressed by the better opportunity for early respon
sibility and partnership in local firms. For exam
ple, when asked to give their reasons for accepting
jobs, an overwhelming number of students cited
□ Office atmosphere and likeability of the pros
pective firm’s personnel.
□ Location of the office.
□ Opportunities for growth and advancement.
This suggests that when recruiting, a firm’s per
sonnel should demonstrate a personal interest in
the candidate because students tend to accept
employment where a "good fit" is perceived.
Beyond personal rapport, a local firm cannot
compete effectively with national firms if its sal
aries and working conditions (travel, overtime,
etc.) are inferior to those of other employers. Stu
dents rarely cite these factors as decisive in ac
cepting a job, but they are often given as reasons
for rejecting one. Students don't like to admit the
acceptance of low offers to their peers. However,
if a firm’s offer is below market, it may still be
successful with students who strongly prefer pub
lic accounting. But the firm’s choice of students
will not necessarily be first-rate.
To improve the quality of its college recruiting,
a local firm must
□ Be visible on campus. Our students who in
terview local firms usually select those with
known identities. A firm can make its iden
tity known by establishing and maintaining
ties with the faculty and by participating in
student accounting organization activities.
□ Determine its personnel needs well in ad

vance of actual recruiting. The recruiting
season now starts in the fall and for highquality graduates is largely over by mid
winter. Firms that wait until graduation day
to determine their needs and to start recruit
ing will find the best candidates already
gone.
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Exhibit I
Job preferences
before interview
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Exhibit II
Actual employment

Ed. note: Percentages used are the average of the two
survey years 77-78 and 78-79.
A local firm should also consider an internship
program; the value may be threefold.

□ The student may be able to assist during the
busy season and contribute to the bottom
line.
□ If the student’s experience is positive, the
word will be spread among peer groups on
campus, enhancing the firm’s visibility and
viability as a potential employer of others.
□ The intern may decide that the firm would
make a good, permanent home.

EFFECTIVE INTERVIEWING
It’s human nature. Some people hide their light un
der a basket, some will let the light burn naturally
and some will positively set the basket on fire. Un
less you’re interviewing Pinocchio, it’s a real chal
lenge to assess the credibility of information you get
from resumes and initial interviews. The problem
for the interviewer is to sort these things out as
quickly and efficiently as possible.
CPAs have some significant advantages when it
comes to hiring at either a professional or para
professional level. We offer highly desirable posi-

In summary, it is our contention, supported by
our surveys of graduating seniors at Bowling
Green and our personal contacts with students,
that good opportunities do exist for local firms to
participate in the recruitment of bright account
ing students. For firms that have the desire but are
fearful of unsuccessful efforts, we urge a positive
approach and the development of an aggressive
campus recruiting program.
-Park Leathers, CPA, Ph.D.
and Mark Asman, CPA, Ph.D.
associate professors of accounting
Bowling Green State University

October 1985

tions with substantial opportunities for personal
and professional growth. For these reasons, we can
afford to be choosy.
For this type of employment, education and expe
rience are generally good keys to an applicant’s po
tential. Of course there are pitfalls. Even individuals
out of college with excellent academic records,
pleasing personalities and all indications of being
excellent employees may lack essential charac
teristics. We need applicants who can
□ Follow instructions.
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□ Empathize with clients and client personnel.
□ Get along with co-workers.
□ Reconcile themselves to the realities of the long
hours, hard work and stress that characterize
the public accounting profession.
Few things are more frustrating than to evaluate
resumes, go through interviews and start new em
ployees on the job only to discover that they lack one
or more skills or personality characteristics essen
tial to becoming valuable members of your
organization.
The most effective tool I’ve found to avoid this
frustration is a simple test. This test demonstrates
applicants abilities to follow instructions; perform
simple, specific accounting tasks; and respond log
ically to simple essay questions with a reasonable
level of written communications skills. It also pro
duces a handwriting sample—an often overlooked
but important matter. Such a test can be conducted
in-house with relative ease.
The tests I have used successfully require the ap
plicants to do things like writing simple journal
entries, thereby demonstrating the ability to ana
lyze common accounting transactions. My favorite
essay question is simple: "What does a CPA do?" The
answers can be enlightening and give the inter
viewer valuable clues both to the applicants profes
sional expectations and to their abilities to express
themselves in writing.
Our procedure is that if I am still interested after
an initial interview lasting 15 to 30 minutes, I ask
applicants to take the test, which can be completed
in under 30 minutes. Obviously, such a test is not

SUCCESSFUL STAFF SELECTION
Whenever there is a major change of condition af
fecting your practice, particularly one that necessi
tates the hiring of new staff, it is a good idea to take
the opportunity to review your overall firm opera
tions to see whether or not new directions are
needed. You might find, for example, that new office
policies suggest the hiring of people with certain
personality traits and characteristics. In such in
stances, it would be nice to feel confident before
hiring that prospective employees fit the bill. This is
not as difficult as it seems.
Wrong choices, whether the problems are due to
personality clashes, surprising lack of motivation or
any other reason, can be avoided if the recruiting
partners are aware of the prospects personalities.
Unfortunately, previous selection errors tend to be
repeated because of
□ Failure to ask applicants questions that dis
close whether or not they meet your needs.

intended to be evaluated objectively. In fact, I make
a point of reviewing the results with applicants im
mediately after they complete it and then conclude
the interview.
This procedure has been well accepted by appli
cants, and the test time gives me ample opportunity
to make notes, fill out my standardized rating sheet
and contemplate any additional questions that may
need to be covered in the final phase of the interview.
In most small CPA firms, no one ever has the
opportunity to become a real pro at hiring. There
just isn’t enough opportunity to develop the re
quired skills. One source of help that I highly recom
mend is the excellent pamphlet distributed free by
Robert Half titled How to Hire Smart. It can be
ordered by writing to Robert Half International,
Inc., P.O. Box 4157, New York, N.Y. 10163. Of course,
there are many other articles and books which cover
in great detail the legal and tactical nuances of
hiring.
“I knew I wasn’t qualified for the position and
wouldn't get the job, but I really appreciated your
letter." All job applicants, good, bad or in between,
should be treated courteously. Most people go to
considerable effort to submit a resume or attend an
interview, and it has always been my policy to re
spond in writing to each applicant.
All of our employees—our single most valuable
asset—were once applicants. We should hire them
carefully and treat them with respect.
—by R. B. LeDoux, CPA
Cannon City, Colorado

March 1984
□ Absence of an evaluation form listing desired
characteristics and traits.
□ Casual checking and questioning of references
□ Lack of truly objective, measurable criteria
with which to evaluate candidates.
The interview evaluation form must cover those
aspects of peoples character and background that
are important for particular positions in your firm.
After careful analysis of a position, a detailed job
description should be written and the interview
evaluation form customized to suit.
The evaluation form will then provide a uniform
basis for summarizing the interviews and compar
ing each applicant. Individual recruiting part
ners will be looking for the same type of person, and
preferences for one type over another are less likely
to surface after the interviews.
References are not generally checked as thor
oughly as they should be because of time pressure
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and lack of belief that any new insight will be
gained. Problems with reference checks occur when
only general questions are asked. Specific questions
about performance, learning ability, etc., must be
asked if one wishes to elicit really valuable informa
tion. But to be able to ask such pertinent questions,
one first needs in-depth knowledge of each
applicant.
The subjective nature of interviews permits ex
traneous factors such as the pressure of work, recent
experiences and personal biases to taint true evalua
tions. Also, because the references one obtains on
prospective employees are rarely bad, few negatives
are ever delineated. The type of information needed
should answer questions such as, will the applicant
□ Learn fast or require lengthy introduction to
methods and ideas?
□ Require close supervision or be able to function
independently?
□ Be sensitive to clients needs or oblivious to
them?
□ Become tense and irritable under pressure or
be calm and relaxed?
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□ Seek to dominate and act beligerently or be
meek and unable to confidently deal with other
staff and clients?
□ Be friendly or ultracompetitive and cause
conflict?
□ Accept people and directions or be cynical, re
luctant and doubting?
□ Show flexibility toward expedient altered ap
proaches or require rigid set patterns?
With adequate preparation, thorough checking of
references and the utilization of objective, measura
ble criteria throughout the evaluation and selection
process, you can avoid the pitfalls of repeated hiring
mistakes. Take a close look at your hiring process.
You’ll probably find that an accurate reading of
potential employees’ aptitudes, and personality di
mensions will not only save you time, money and
personal stress, but better enable you to focus on
your primary goal of rendering profitable profes
sional services.
—by Jay Nisberg
Jay Nisberg & Associates
14 Pelham Lane
Ridgefield, Connecticut 06877
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STAFF ORIENTATION
The initial orientation of new staff members, par
ticularly those with prior work experience, into
a public accounting firm can be crucial to the
future success of their careers. Yet, in many firms
this procedure is frequently performed in an in
effective manner.
Most firms have an orientation program that
covers basic things such as how to fill out a time
report or where the tax forms are located, but,
in very few local firms is this process truly sensi
tive and responsive to the needs and expectations
of new staff people with prior experience. And,
in most cases, the assimilation of recent college
graduates is not handled as well as it is in the
large national accounting firms.
The expectations of new college graduates are
often blunted by firm practices that do not per
mit a smooth transition from the academic en
vironment to the realities of public accounting.
When setting up an orientation program, it is well
worth keeping in mind that various studies show
that most new graduates
□ Expect their early work assignments to be
dull and uninteresting.
□ Are more concerned about obtaining inter
esting and challenging work than they are
about salary levels. (This is despite the in
tense competition among recruiters and
offers of ever higher starting salaries.)
□ Have a more idealistic view of the profes
sion and a lower appreciation of the firm
than partners or managerial-level staff.
□ Are accustomed to accounting for only a few
hours each week (and not necessarily every
day) and are used to a great deal of flexibility
in meeting time commitments.
□ Will miss the frequent and objective feed
back on their performances that colleges
provide, for example, through test scores.
Generally, feedback will not be as frequent
nor as objective in public accounting firms.
□ Have become used to constant supervision
by deans, professors and administrators
while in college. A public accounting firm is
unlikely to provide such a structured en
vironment, and the new staff members will
need time to adjust.
□ Become frustrated when they are initially

unable to translate their education and
knowledge into practical production because
of unfamiliarity with the procedures, forms,
equipment, etc., used by CPA firms.
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Even the most enlightening orientation pro
cedure will not be effective if it is not adminis
tered by a supervisor who is perceptive of the
needs of new staff people.
Most often, the person best qualified to handle
the program is also one of the busiest and most
productive members of the firm. It is far better
to use this type of person instead of someone who
has more time but who is less successful and not
as confident of his own abilities.
The reason for this is that a less successful
person is more likely to doubt the ability of a
recent graduate to do productive work and may
set lower goals resulting in a generally poor per
formance. New staff people should be given
realistic but relatively high goals that will bring
out the best in their performances.
There are compelling reasons for giving high
priority to the proper orientation of new staff
members who have previous work experience.
When an experienced person is hired, the firm
probably
□ Has a definite gap to fill.
□ Expects productive/billable time to be
achieved quickly.
□ Is paying a substantial employment agency
fee.
Very often, the orientation procedure consists
of a brief tour of the offices with an introduction
to whoever happens to be in that day, distribu
tion of the firm’s policy and procedures manuals
to be read on one’s own time and a set of sample
working papers for review one day prior to start
ing work at a client’s office.
Not surprisingly, new people become frustrated
and disgruntled quite soon, and many problems
arise because of the failure of the firm to
□ Give new, experienced staff members the
same recognition, privileges, etc., enjoyed
by present people at the same level.
□ Provide new, experienced staff members
with the same frame of reference that cur
rent staff have.
□ Recognize that a gap exists between its
written policies and procedures and the ac
tual practices being followed on a day-today basis.
There are a number of steps that can be taken
to reduce these problems. For example, new staff
members should
□ Be furnished immediately with an office,
desk, adding machine, parking arrange
ments, etc., comparable to those given other
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staff at the same level. Anything that cannot
be arranged right away should be explained

□

□

□

□

and a commitment made as to when it will
be done.
Receive a file of all office memorandums
issued from the date at which they would
have joined the firm as new college grad
uates.
Participate in an extended walk-through
type of training session to learn about pro
duction and administration. Depending on
their experience, this session could cover
items such as how to get a report or tax
return through the office and staff evalua
tion, billing and scheduling procedures.
Meet all of their peers and be introduced
to all partners and managers as soon as
possible. Support staff supervisors should
tell them about services such as report typ
ing, files and payrolls provided by their de
partments.
Be offered assistance in locating housing if
they are from another area. An effort should
be made to involve the spouse with the firm
as soon as convenient, and information on
the city, local services, etc., should be sup
plied to make the adjustment easier.

REFLECTIONS OF A NEW BOY
How long has it been since you were the new per
son in the office or someone’s new boss? It’s prob
ably not very long because, let’s face it, public
accounting is a mobile profession. Because of this,
I would like to share some thoughts with you
on how job changes affect all of us and how we
can best cope with them.
The job interview is often a nerve-wracking
experience, at least for the applicant, and, unfor
tunately, is also a time when misconceptions can
occur. The applicant may decide that the job is
just right and will solve all his problems, and the
interviewer may be convinced that the applicant
will give the firm exactly what it needs. This gives
everyone a great feeling, but it can also lead to
later disillusionment.
I have found that disillusionment can stem

from differences in the ways employers want
things done and the ways new employees have
been trained to do them. Those of us who have
been around for several years often seem to think
that there are only two ways to do things: our way
and the wrong way. So, if a new employee pre
pares a work paper with some pride in the way

□ Not be assigned to a new client or non
recurring engagement. It is far better for
them to spend a few weeks working on re
curring engagements of present clients until
they get used to the firm’s way of doing
things.
□ Be told of the unwritten, informal policies
and procedures of the office, preferably by
someone of the same peer group. (They
might also find it helpful to be told of the
personal idiosyncrasies of the partners,
managers and supervisors.)
Many CPAs will assume that these problems
don’t exist in their firms. But, the only way to en
sure that they don’t is by becoming personally
involved to make sure that all new staff people
receive a proper orientation.
A checklist should be prepared of steps that
should be taken, the most suitable people picked
out to be put in charge and the whole program
administered in a thorough and organized man
ner. It is difficult to do this in a style that ap
pears relaxed and spontaneous to new staff mem
bers. However, considering the benefits to be
derived, it seems to be well worth the effort.
- by Charles R. Williams, CPA
Houston, Texas

August 1980

he has been trained and the employer insists on a
different format, the employee’s feelings may be
hurt, and the employer may begin to have second
thoughts about the new staff member.
Misunderstandings can also result from rela
tively small matters of personal preference or firm
policy. For example, some employers insist on the
use of certain types of tick-marks or on lunch
being eaten at certain times or on a particular
dress code. If a new person takes a while to shed
old habits and adjust to the new demands, the
employer may become upset by what is perceived
as stubbornness and/or carelessness. The em
ployee, on the other hand, may become irritated
with the boss’ apparent pettiness or may become
less confident.
What can be done about these misunderstand
ings? I don’t pretend to have all the answers, but
I know that being open and straightforward is
part of the solution. It is a refreshing start to a
new relationship when applicant and reviewer
decide in advance just what they expect of it and
determine whether they are being realistic or are
looking for perfection. They can then approach
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the interview more honestly. Also, both sides bene
fit by telling their plans, needs, goals, frustrations
and problems without the usual concern for mak
ing a good impression.
The same approach can help in dealing with
different ways to get work done. It is possible,
really, to tell your staff that you expect them to use
certain standard work papers, etc., without giving
them the impression that other ways are wrong.
Also, some patience on the part of the employer,
while the new employee "shifts gears,” helps im
mensely. I speak from experience because some of
my past employers have used this approach.
One irritant may start with the apparently sin
cere request by the employer for suggestions and
constructive criticism. The new person may sug
gest another way of doing something, only to be
told that the employer has good reason for retain
ing the old method and doesn’t intend to change
it. Perhaps the new employee antagonized his new
boss with a know-it-all attitude, but often, I sus
pect, the employer did not really mean his original
remark but believed it was something he ought to

say. Again, real honesty on both sides will help.
After all, the employer is boss. If he does not want
to change, why not say so?
Many CPA firms have staff manuals which ex
plain their policies toward working hours and
vacations, etc., and often set forth the philosophy
behind these matters. Manuals like this can be
very useful to staff people, enabling them to re
spond more satisfactorily to their employers’
priorities and goals.
Lest this article seem to emphasize the negative,
I hasten to add that in twelve years in this pro
fession, in three states, I have been privileged to
work for fine, sincere CPAs from whom I have
learned much. I can’t think of a better way to
make my living.
Nevertheless, if we can learn to make the in
evitable job changes more pleasant and produc
tive, we will all gain — employers, employees, even
our clients.
-by Paul Archibald, CPA
North Bend, Oregon

SOME THOUGHTS ON STAFF ORIENTATION
For both the firm and the individual, a new staff
member's first day on the job is a critical time. If the
day goes well, it provides the firm with an oppor
tunity to get someone, who is probably quite excited
about joining the organization, off to a fast start. If
the day doesn’t go well, the experience can be so
demoralizing that the new staff person may take six
months or more to recover from it. The first day’s
experience is equally important whether the indi
vidual is someone straight off campus or someone
whose background includes work experience. The
first day at a new job can be a time of anxiety no
matter how well the recruiting interviews went.
While it is important to deal sensitively with peo
ple on their first day, this is largely a process rooted
in common sense. An orientation checklist (see
pages 4 and 5) can be a big help in planning this
process, particularly if it encompasses things to be
done prior to the arrival of the new staff member
and organizes the details of the first day or two in
the firm.
With rookies straight from college, for example,
there is usually an interval of several weeks between
accepting your offer and their arrival. This is an
ideal time to take steps, such as the following, that
will help their integration.

□ Send them the firm’s staff or personnel manual with a
covering letter of welcome. Suggest that they read
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the manual at leisure and make notes of unclear
items.
This will create a sense of participation by ac
quainting them with firm policies, particularly since
they are likely to read the material several times.
This has another benefit. They won’t be doing it on
firm time.
□ If they live nearby, they can be invited to join in
selected firm activities. These can include social
events, appropriate in-firm training sessions and,
perhaps, even work opportunities. If time permits,
they should be put on the mailing lists for internal
and client newsletters (not technical bulletins).
□ In anticipation of their arrival, all of the personalized
items a firm typically obtains for staff members
should be ordered. This would include items such as
business cards, memo pads and name signs. (It al
ways helps to get the names spelled correctly.)
□ Escorts should be selected and they should contact
the people who will shortly be joining the firm. Other
staff members who will be involved in the orientation
should be notified of the arrival dates well be
forehand. Appointments should also be scheduled
with the personnel partner, the managing partner
and the firm administrator.
□ An announcement of new staff members’ impending
arrival should be prepared and distributed to all
personnel. You don’t want anyone in the firm being
surprised to see new faces. They should be able to

greet newcomers by name and know something of
their backgrounds.
□ Arrangements must be made for new arrivals to have
desks that are equipped with the basic necessities
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Exhibit
Orientation checklist*

_____________

Presented to:_____________

(Date of presentation)

— Other items as managing
partner may suggest:

______________________

(Escort)

Before the first day of work

Done by Date

a Assign an "escort"
b Escort will coordinate with
personnel partner re
garding:
— Access to each new mem
ber’s resume and get
home phone number and
mailing address

— Preparation of announce
ment of "new person start
ing with the firm," dis
tribute a few days before
the first day of work
— Arrangements for wel
come meeting with per
sonnel partner
— Other items as partner
may suggest:

c Escort will coordinate with
firm administrator on:
— Ordering business cards
— Mail box labels

— Personnel/administrative
type forms for new staff
member to complete

— Reserve the conference
room for first morning
— Other items as firm ad
ministrator may suggest:

d Escort will coordinate with
managing partner on:
— Welcome meeting in his
office during morning of
first day

— Arrangements for lunch
on first day

*Checklist courtesy of Thomas W. Havey & Company,
Chicago, Illinois.

e At least (ten) days before the
first day of work, escort will
mail to each new employee
one copy of the following:
— Staff manual (See that
most recent changes, etc.
are included)
— The philosophy of
practice
— Five-year plan
— Firm personnel booklet
— A brief cover letter intro
ducing escort and sug
gesting that the new
employees read the items
listed above prior to be
ginning work
f Escort will contact each new
staff member sometime dur
ing the week before the first
day of work in order to:
— Determine if mailing has
been received
— Suggest that mailing be
brought along on first day
of work
— Describe briefly the ac
tivities planned for the
first morning at work
— Establish arrival time for
first day (9:00 a.m.)
— Establish proper attire
for work

g Escort will contact scheduler
regarding first assignment for
each new staff member

h Escort will contact the "in
charge" on each assignment
and coordinate arrange
ments for work, etc.

i Escort will prepare orienta
tion folders to be used dur
ing morning of first day.
These folders (which are
simply audit work paper
folders) should contain:
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Done by Date

Done by Date
— Business cards
— Office door key taped in
side folder

— Copy of announcement
pertaining to the new
staff member

— Copy of office floor plan
— Copy of most current firm
personnel roster
— Time sheet with name
and staff number filled in
— Copy of an expense sheet
— Copy of staff manual (see
that most recent changes,
etc. are included)
— Copy of “Philosophy of
Practice”
— Five-year plan
— Firm personnel booklet
(Even though new employ
ees will already have re
ceived the above four items,
a smoother presentation
will result if these items are
included.)
— Firm group insurance
booklet
— Copy of assignment
schedule for each new
member
— Blank forms
— Insurance enrollment
card
-W-4

— State income tax forms
— Other forms as may be
appropriate:

First day
a Escort should be available
to greet new members in re
ception area as they arrive

b Welcome meeting with
managing partner group
and escort
c Welcome meeting with per
sonnel partner if so
arranged

d Introduce new staff mem
bers to everyone in the of
fice, as available
e Offer coffee, rolls, etc.

f In the conference room:
— Suggested beginning: es
cort could describe his
background; school, mar
ital status, etc. and ask
each new member to do
the same

— Distribute orientation
folders and review
contents
g Tour the office

— Kitchen
— Supply room
— Library

— Reproduction and mail
room
— Point out blank forms
stored here
— Show operation of of
fice machines
— Mention that firm admin
istrator is available for
questions or problems

— Blank forms storage area
— Staff area
Demonstrate operation
of telephone special
features
— Point out reference
materials
h Back in the conference
room—as the time remain
ing may permit
— Have a question and an
swer session
— Plan and coordinate ar
rangements for first
assignment
— Fill out forms
— Other things as may be
necessary:

i Escort will take new em
ployee to lunch
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The Buddy System

Many firms have instituted a "buddy system"
for new employees. Under this system, a senior
is assigned to a new staff person to provide
counsel and practical information on the firm’s
policies and procedures for a period of time.
Perhaps the major role of a buddy is to give
comfort. This generally means that the buddy
has the responsibility to be available and to
create opportunities for new staff members to
ask "dumb questions”—questions such as
"when do I get paid" that they would be embar
rassed to ask a partner or manager.

that the firm supplies to all staff. It is important that
people feel that the firm expected them and cares
about them.
The escorts ought to be staff members who have
been employed long enough to know the ropes but
recently enough to remember what it is like to be
new at a firm. The ages of new staff members and
their respective escorts should be similar, if possi
ble, because it is usually difficult for people straight
off the college campus to relate to partners.
The selection of escorts is important if the inten
tion is that the relationship will extend beyond a day
or so. The escort must verify all arrangements and
make sure that the new employee receives a current
personnel roster, an organization chart and a floor
plan showing who is in what office, etc.
On the first day, you hope the new staff members
will be punctual. The escorts certainly should be on
hand and the receptionists should be reminded to

BIG BROTHER AND LITTLE BUDDY
Most people are somewhat intimidated during the
first year of a new chapter in their lives, be it the
first year of school, marriage or a new job. Unfa
miliarity with the system often results in a loss of
confidence and produces a profound fear of fail
ure. Communication is usually the key to reducing
newcomers' anxieties, but sometimes when things
get particularly hectic at a firm, communication
does not occur frequently enough, important
though it is to new staff members.
It is all too easy to neglect your firm’s staff
development activities when you are busy. Cecil
Royer, a Tacoma, Washington CPA, says that he
and his colleagues found out that their orientation
programs were not achieving the desired results
when they had staff problems during an excep
tionally busy period. They decided to try a differ
ent approach and about three years ago they
started their big brother program.

look out for the new people. There is always a certain
amount of form filling out that has to be endured.
Some firms postpone this until later in the week but
that depends on how soon you want to get people out
in the field.
An office tour to introduce new people is man
datory. After each introduction, the escort can say
something like, "You just met Sally Jones, secretary
in the tax department," and this will help establish
what people do. Time must also be made available
for a chat about the personnel manual, to answer
questions but not to go over it piece by piece.
Have a follow-up meeting with the escort to make
sure that nothing has been overlooked. Keep in
mind that it is easy to overload a new person and
that perhaps the whole process should be broken
into bite-size pieces.
Another thought along this line is that the initial
orientation would take place in the morning of the
first day so that new staff members could then be
given work to do where they can contribute to the
firm. However limited the contribution may be, it is
important that people are given a chance to do
something of a professional nature as soon as possi
ble. It is also vital that the people to whom new staff
accountants are assigned, are skilled trainers.
Keep in mind that the main idea of an orientation
program is to reduce the embarrassment level and
make newcomers feel comfortable.
—by Donald B. Scholl
D.B. Scholl, Inc.
BO. Box 297
Paoli, Pennsylvania 19301

August 1981

Under this system, a senior (the big brother)
is assigned to a new staff person (the buddy) to
provide counsel and practical information on the
firm’s policies and procedures for a period of 12
months. This can involve all sorts of advice,
ranging from how to prepare reports and the
proper way to record time to details on the firm’s
dress code. An important aspect, Mr. Royer
thinks, is that it provides an opportunity for new
people to ask “dumb questions”—questions they
would be embarrassed to ask a partner or man
ager at a staff meeting.
Mr. Royer says that the program does not re
place the partners' role in the development of
staff, but is a supplement to the firm’s on-the-job
training and seems to bridge the gap between
formal and informal orientation programs.
The program has not complicated staff assign
ments in any way. Mr. Royer says that the buddy
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can work for the big brother on engagements and
that this has not led to any problems with the
evaluation procedure. “In fact,” he says, “the
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experience develops the seniors’ skills as man
agers. The big brother role is good for them.”
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DEVELOPING LEADERS IN THE FIRM
There are many textbook definitions of leadership,
but the consensus is that leadership is the capac
ity to influence people in their efforts toward goal
achievement. One can equate leadership with ini
tiative, getting things done, earning respect and
independence. Deportment on the job is the first
test of leadership—one can show emotion, but one
shouldn't lose control.
Leadership can be found at every level and can
affect the functions of everyone in the firm. It is
not title and position that create a leader. For ex
ample, a senior accountant on an engagement may
be a more effective leader than the partner-incharge.
Leadership is important because it enables the
firm to build a strong staff which, in turn, will have
a positive impact through improved client rela
tions—a strong staff person on the job making
the partner and firm look good. Leadership will
also create the right atmosphere to hold onto these
good people in order to maintain high quality
work and increase profitability.
How to build leadership in the firm

The first step, naturally, is to recruit the right
people. Look for basic security in a person and evi
dence of self-discipline. These traits should come to
the fore during interviews. Watch people carefully
as they respond to your questions. They may say
one thing, but their hands, feet and eyes may be
telling quite a different story. And listen to people
—don’t do all the talking. Let them tell you what
has happened to them in their lives—what crises
they have handled, etc. You will find that insecure
people won’t want to talk about their crises.
The people you need should be intelligent and
energetic but do not have to be super-bright or
overly aggressive. You will probably find that
the quiet, confident ones suit you best, although
their leadership potential may not be so readily
apparent.
Always try to mix new college graduates with ex
perienced people when hiring staff. This way the
younger people can learn how good the environ
ment is and how well they are doing, etc., from a
comparative outsider. This will impress them
more than hearing the same things from someone
they associate more closely with the firm.
You will have to determine if the partners really
want to build leaders. Strong people usually value
other strong people, and this will be a real test of
whether or not your partners’ goals are to have a
growing firm.
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Providing the right environment

First of all, the firm’s value system must reward
leadership. To do this, it must
□ Be articulated.
□ Be explicit.
□ Encourage initiative, innovation and intellec
tual honesty.
□ Be reflected in compensation.
No one can be motivated externally; it must
come from within oneself. The environment should
be one that allows motivated people to stay mo
tivated and be successful. The right environment
often is a growing firm where the partners are not
adversaries, where people deal with one another
fairly, where the office is pleasant, the product and
pay are good and the atmosphere is one of a crisp,
well-managed organization. It is too easy to demo
tivate people—much harder to create the proper
climate. There is a tendency for demotivated peo
ple to dampen the enthusiasm of others, and the
barriers to success that many managers place be
fore motivated staff members must be removed.
That is the role of the firm’s leader.
Everyone in the firm is a role model for someone
else and, obviously, the higher the position the
greater the responsibility to set the right example.
Remember that we all send out signals, so learn
them and their impact on others. And as partners,
we must be demanding of ourselves and our peo
ple. Don’t take care of people’s problems for them
—help people solve them.
Identifying and creating leaders
in managers and staff

The staff knows who the leaders are. Watch who
staff accountants approach for assistance with
technical, managerial or client problems. Don’t
forget that a leader in one area may not be a leader
in another area (a good technical person may not
be good at client relations). Pay particular atten
tion to how people handle themselves in the field
and watch how they act under stress (stress tests
can reveal leadership ability). Give people room—
a leader needs room to show that he is a leader.
Mentor relationships are a fast track to knowl
edge and experience. However, the mentor always
faces difficulties in knowing when to give his
protégé his wings. In addition, the mentor must be
very careful to avoid favoritism. For this type of
relationship to be a success, the mentor must
□ Have a concern for people.
□ Be willing to share the secrets of experience.
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□ Achieve a balance between ego and selfless
ness.
□ Avoid dominating the other individual. (This
is critical.)
□ Recognize his own strengths and weaknesses.
□ Be intellectually honest.
Counseling is the most effective method of cre
ating leaders. Formal counseling must be a ritual
in which the staff person sits down with the coun
selor on a regular basis. (The counselor should be
the person best suited for the job. He or she must
have the respect of other people and be tough but
nonthreatening.)
The session can last from one to two hours,
and the discussion should encompass the individ
ual’s career objectives and how he feels about him
self, etc. The dialogue should be open. There must
be trust, and the staff person should leave the
session knowing where he fits in and convinced
that the counselor and the firm care about him.
These formal counseling sessions (which should
not combine a salary review) ought to be held at
least once a year.
Counseling can also be informal if the sessions
are impromptu, such as after an engagement.
But either way, counseling should reward demon
strations of leadership through monetary arrange
ments and by supporting people—telling them
how and where they demonstrated effective lead
ership. And counseling must be tied to a perfor
mance evaluation. Understanding people does not
mean that you don't have to be demanding.
Naturally, there are retardants to developing
leaders in the firm, and these should be recognized.
Aside from any shortcomings in the steps just
mentioned, the basic insecurities of partners who
cut the legs off staff people are a fatal flaw and
guarantee building weakness into the firm. We all
have these insecurities—they are usually based on
fear of competition (How can I be great if you are
too good?).
Once again, this is the result of leadership fail
ure at the top. You cannot build strong leaders if
the leadership is too strong and overpowering and
neither can you let strong subordinates go uncon
trolled and untrained for fear of losing them. What
is needed is strong enough leadership to control
them and constructive criticism to build their
characters (vital in leaders) or they will leave
anyway.
The impact on the firm

People work toward the standards set for them.
With strong leaders who demand more of their
associates, and find out what they are willing to

The Heavenly Hotshot Case Study

Harvey Hotshot is a young (26), aggressive,
bright staff accountant who has been with the
50-year-old firm of Tread, Lightly and Co. for two
years after spending two years with a major na
tional firm in town. The firm has recently come
under the control of two 45-year-old partners,
Joe Solid and Gary Growth. The other two part
ners are approaching retirement age. Joe and
Gary are determined to build this firm of 4 part
ners and 10 staff people into one of the major
firms in their city of 500,000. The firm has a num
ber of fine old-line clients and has a reputation
for being a fair quality, modest-priced firm.
Lately, young Harvey Hotshot has been very
critical of the slow growth, low fees, mediocre
quality and apparent lethargy of the firm. He
appears to be gaining the respect of the staff
personnel for his confidence in dealing with
partners, peers and clients and his apparent
technical skills. Harvey is an ambitious young
man who could be a real asset, but he is now
viewed by partners Joe and Gary as a potential
troublemaker. He is stirring up the troops at a
time when Joe and Gary are quietly beginning to
assume control of the firm from the older part
ners. These senior (in age) partners are closely
tied to the firm's major clients.
A crisis developed when Harvey became angry
over what he perceived to be an inadequate an
nual raise. Joe and Gary felt offended since the
raise of 15 percent was the largest for any staff
accountant and made Harvey the highest priced
supervising senior accountant in the firm’s his
tory. Unfortunately, Harvey has threatened to
quit, has told one staff accountant about it (with
out divulging all details of salary, etc.) and gen
erally has created quite a flap. Joe and Gary
are especially distressed because they view Har
vey as the key to future expansion of the firm.
A meeting is set for late this afternoon between
Harvey and Joe and Gary.
Questions*
1. If Harvey Hotshot is so difficult to handle,
why is he considered to be the top prospect?
2. Why did the situation deteriorate so badly
considering the opinion held of Harvey by
Joe and Gary?
3. Evaluate Joe’s and Gary’s leadership of Har
vey.
4. Evaluate Harvey’s leadership of the staff.
5. How should Joe and Gary handle the meeting
with Harvey?
6. Assuming Harvey leaves the firm, what ac

tion should Joe and Gary take with the staff?
7. Can the direction of Tread, Lightly & Co. be
changed? If so, how?
8. Assuming Harvey can be salvaged, how
should the partners handle him in the future?
*See page 143 for answers to questions.
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pay for success, competition within the firm is
bound to increase and with it the quality of the
work and the profitability of the practice. Weak
people yield to client pressure, but we cannot af
ford to be afraid of losing clients or to let their
pressures affect billings and collections. Having
strong people guarantees that the basic integrity
of the firm will be maintained.
If a client can intimidate our personnel, we are
on the road to losing either the client or our inde
pendence and probably both. Clients look to their
CPAs for leadership on management problems and
want strong professionals to help them. And usu
ally, the bigger the clients, the tougher they are.

Building leadership in the firm is essential if
you want continuity. Future partners must be de
veloped. Just think how many firms make the
transition to the second generation. You can’t
without strong people.
So, set the goals of your firm, periodically evalu
ate them and don’t become complacent. Remem
ber, leaders who do not lead are not really leaders.
And just think, one nice thing about all this is that
strong people attract strong people—clients and
staff—and with a firm full of leaders, everyone is
a salesman.
—by Todd S. Lundy, CPA
Chicago

Answers to questions
on the Heavenly Hotshot Case Study
1. Harvey is ambitious, technically skilled and,
although he is not being constructive in this
particular instance, he is earning the respect
of the staff for his confidence in dealing with
partners, clients and his peers.

ity to gain the respect of the staff and to stir
up trouble. Also, he demonstrates responsi
bility by not divulging all salary details. One
could infer that he is instigating a crisis to
force the partners to be leaders.

2. The problem is lack of communication. The
older partners have the clients, and Joe and
Gary do not think they have control. They
are caught between the views of Harvey and
those of the older partners who do not want
to take risks. Joe and Gary have not been as
sertive, and there is doubt as to whether or
not Harvey can be relied on.

5. Joe and Gary must be firm with Harvey but
they should handle him carefully. They must
not go into the meeting with predetermined
viewpoints. They must listen to his side of
the story, take a balanced approach and make
sure the meeting ends on a positive note.

3. Joe and Gary did not show strength in deal
ing with a strong subordinate and allowed
themselves to be caught in the middle of op
posing viewpoints. Had they been decisive
and shown leadership, they could have earned
the respect of everyone, including Harvey.
4. Harvey tends to be overly aggressive, and
because of the weak handling of him by Joe
and Gary probably overestimates his value
to the firm. He shows leadership in his abil
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6. Joe and Gary should call a meeting of the
staff, give everyone the facts and be positive.
They should dramatize the points they make
with action; make changes, promote other
staff members and get rid of clients/people
if necessary.

7. Yes, but Joe and Gary will have to be strong
every step of the way and be willing to pay
the price of success.

8. Joe and Gary will have to go about quietly
mending fences with Harvey.
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WHAT MOTIVATES STAFF
At the outset, it is imperative to recognize the lack of
any real ability on anyone’s part to quantify motiva
tion. There are dozens of schools of thought on the
subject, and numerous attempts have been made at
classifying behavioral patterns and suggesting the
best environment for each. Peoples behavior, how
ever, never seems to fit neatly into specific catego
ries and often seems to vary.
As managers, when we ask what motivates staff,
we really want to know what it is that causes people
to work with enthusiasm and commitment at those
tasks we want done. The key to finding the answer to
each situation is in knowing what we specifically
expect. The reason is that people tend to do what is
expected of them.
Management’s expectations of what it wants must
be clear from the start, particularly before hiring
anyone. These expectations must be carefully
thought through and written down, using as a guide
an up-to-date policy and procedures manual. This
will necessitate organization and planning.
People can change their behavioral patterns but
usually not enough to make it worthwhile for man
agement to spend much time in the attempt. It
makes more sense to hire only those people who are
already leaning in the desired direction. They are
far easier to motivate.
There is little value in our having expectations,
even if we write them down, if these expectations are
not clearly communicated to staff. This can be ac
complished through up-to-date job descriptions, or
ganizational charts, policy and procedures manuals
and at staff meeting discussions. Informal discus
sions are also a good idea, a way to let staff know
how things work and about the firm's eccentricities.
Expectations should always be repeated because
so much of what we all hear is soon forgotten. Man
agement must get feedback to find out if the mes
sage is getting through, if it is being accepted and if
it is stimulating staff to action. The idea should be to
provide an invigorating environment in which man
agement's expectations are so clear that staff have
an open opportunity to excel.
Knowledge of staff expectations is also an impor
tant ingredient in motivating employees. This does
not mean that management has to do everything
staff wants, but it does mean listening carefully to
what is being said.

Such matters as assignments, responsibilities,
loyalties, benefits and personal pride are usually
thought of as the reasons why people act in certain
ways. Yet the truth is that people rationalize and do
things that help them meet their own needs and
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values. Managements task in providing motivation
is to identify and meet the needs and identify and
shape the values. The more management knows
about the staff, the easier this task is.
While generalizations are usually not much help
in determining what motivates and what does not,
some general observations might be useful as a
starting point. One such observation is that perhaps
the quickest way to demotivate outstanding people
is to box them in with no challenges and nothing
new to capture their attention. One of the primary
reasons people leave their jobs is because they are
not challenged and are not learning.
If staff members have to guess where they stand
with management, they have little motivation to do
their best. They must know what management
thinks of their work. The way to get the loyalty of
staff members and provide a solid, motivational
environment is to hold well-planned and carefully
conducted performance reviews at least annually.
Staff members also need to participate as much as
possible in what is going on. They need to have an
opportunity for input, to be aware of problems, to
share in the good and bad and to be given credit
where it is due. People want to be part of the opera
tion and won’t work well if left in the dark about
what is going on in the firm.
Outstanding people don’t like working in an en
vironment where decisions are hard to get. They
prefer to work for strong, action-oriented, decisive
management.
If favoritism is shown or if there is inconsistency
in the management of staff, it will go a long way
toward demotivating everyone in the firm. Every
one must be treated fairly.
All outstanding staff members need to see a path
way of upward mobility. Promotions, new assign
ments—any opportunity to get ahead motivates
people. Dead ends and blind alleys will quickly
create lethargy, and staff will leave. Good people like
to work in a firm that is positive, dynamic and well
thought of in the community. A firm that is poorly
operated or one that is disorganized will have trou
ble obtaining and retaining outstanding staff. It is
not necessary for a firm to pay the highest salaries in
its service area to attract such people. Salaries and
benefits, however, should be competitive.
Everyone wants to feel important, and managers
who can make staff members feel important and
valuable to the group create a good motivational
atmosphere. People want to be part of a great team.
To motivate staff members, management must
provide them with both growth opportunities and
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opportunities to do quality work. More than this,
management must care about its people and find
out if it can help them. It should take an interest in
the total employee as opposed to not caring what
people do when they are out of the office.
Motivating staff is achieved through a combina
tion of superior management practices, showing
concern for the individual and making time for the
little things. Local practitioners are in the people
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business, and anything done to meet peoples needs
and shape their values will help motivate them. In
the final analysis, management does not build a
firm. Management develops people, and it is they
who build the firm.
—by Dan Bellus
The Professional Development Institute
College of Business Administration
North Texas State University
Denton, Texas 76203

December 1981

HOW TO MOTIVATE YOUR STAFF
A motivated staff is essential if a CPA practice
is to grow. But how do you prevent people from
going stale once the work becomes routine? Lack
of enthusiasm on the part of staff members and
a resultant failure to use imagination and initia
tive in their work is a problem in many practices.
At one of the AICPA MAP conferences on people
management, Howard Asher, a Philadelphia CPA,
described his firm’s approach to motivating em
ployees. Believing that an organized program is
the best solution to the problem, Asher and Com
pany, Ltd. use one that is based in part on manage
ment by objectives (MBO) and which is offered
by Donald B. Scholl of Paoli, Pennsylvania.
Mr. Asher explained that four different forms
are used in the program, the idea being to get a
staff member and a supervisor to agree on the
former’s strengths and weaknesses, to the targets
that should be set and to the various responsibili
ties the staff member should be assigned. At the
end of a 12-month period, the staff member and
supervisor complete the final review/joint sum
mary form. Here’s how the program works.
The first form to be used, "Knowledge and Skill"
(see exhibit 1), is filled out by the staff member and
at least two unidentified supervisors in the follow
ing way. They must all indicate with a check mark
in which of the nine categories of characteristics
listed on the left side of the form the staff member
is least effective (extreme left of the five columns
under "Effectiveness") and in which he or she is
most effective (extreme right column). The staff
member is evaluated in terms of the other seven
categories, too; the check mark being put either in
the column next to the least effective, next to the
most effective or in the middle one. The person

The reviewer should receive a minimum of three
forms for evaluation and Mr. Asher says that these
usually agree on what is the staff person’s most
effective characteristic. He says disagreements
often show up in the least effective category with
the staff person seeing himself as more effective
in that particular area. The reviewer discusses the
results with the staff member in terms of current
work and future position in the firm. Mr. Asher
says that the form frequently reveals an individ
ual’s potential and that this is considered in the
discussion.
The responsibility form is filled out next. Re
sponsibilities are reviewed four times a year and
the form used for this should provide space for
quarterly ratings on about eight responsibilities
and for comments on how the individual is pro
gressing. The managing partner or the supervisor
usually sets the responsibilities, but sometimes at
the discussion, staff indicate a preference for a
certain level of involvement or responsibility. Mr.
Asher meets these requests where possible which
gives an important boost to staff morale and
motivation.

filling out the form can also add his own words in

aging partner. Mr. Asher says that the targets must

the column so marked. The 12 descriptive words
in each category help determine which character
istic best describes the staff member.

support the firm’s long-range plans as well as
relate to the staff member’s personal-development
objectives.

Setting targets

Setting targets is a very significant element of
management by objectives. The form Asher and
Company use for this part of the program is simi
lar to the previous one—they just substitute the
word targets for responsibilities. The firm ex
plains to staff members what is expected—that
the targets are in addition to their regular respon
sibilities and should specify end results. The staff
is also told that targets should be challenging but
attainable and measurable and that individuals
should be prepared to discuss them with the man
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Exhibit 2
Final Review/Joint Summary

Exhibit 1
Knowledge and Skill
Name

Supervisor

If you
wish, add
your own
words

Date

Effectiveness
Least
Most

What were major
accomplishments
last year?

PLANNER
Careful
Imaginative
Routine
Constant

Sloppy
Foresighted
Erratic
Cautious

PROBLEM SOLVER
Consistent
Analytical
Faulty
Critical
Creative
Hasty
Quick
Slow

Thorough
Infrequent
Last-minute
Meticulous

Superficial
Routine
Reliable
Successful

Where could
performance have_________________________________
been better?

COMMUNICATOR
Warm
Inhibited
Thorough
Expressive

Sloppy
Weak
Receptive
Efficient

Cold
Unstructured
Patient
Precise

Excitable
Permissive
Fair
Amiable

Partial
Energetic
Heavy-handed
Sure

What are next
year’s performance__________________________________
goals?

LEADER
Dominating
Uncertain
Weak
Loose

DECISION MAKER
Lone
Decisive
Avoider
Slow
Seldom
Quick
Frequent
Rash

Delayer
Reliable
Participative
Dependent

TRAINER
Systematic
Patient
Sloppy
Off-on

Unprepared
Efficient
Diligent
Slow

What are
career goals for
next five years?

Conscientious
Knowledgeable
Disinterested
Enthusiastic

What are plans to
improve knowledge
and skills?

TEAM MEMBER
Cooperative
Influential
Conformist
Forceful

Unreliable
Divisive
Reliable
Reluctant

Independent
Undisciplined
Contributing
Welcome

INNOVATOR
Original
Infrequent
Unnecessary
Constant

Appropriate
Clever
Creative
Disruptive

Consistent
Sensible
Unimaginative
Rash

JOB EXPERTISE

Amateur
Obsolete
Masterful
Versatile

Improving
Mediocre
Balanced
Up-to-date

Too technical
Disinterested
Lagging
Thorough

Additional__________________________________
comments:

Signatures:__________________________________
Supervisor
Staff member

Date

Date
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Asher and Company believes that three or four
targets are sufficient and that staff should choose
at least one that relates to a weakness indicated
on the knowledge and skill form. The targets are
reviewed four times a year which enables the man
aging partner to keep tabs on which ones are not
being met and to press staff for better results.
Mr. Asher finds that people who meet the targets
tend to be those who are most interested in pro
fessional success.
The final review
The final review/joint summary lists five ques
tions to which the staff person and the supervisor
must jointly agree on the answers (see exhibit 2).

The questions concerning performance and career
goals can result in frank discussions and have
enabled Mr. Asher to find out how staff members
view their future with the firm and to offer them
guidance in realizing their potential.
In addition to everything else, the quarterly
meetings provide an opportunity for staff account
ants to discuss with the managing partner any
problems or concerns they have, and Mr. Asher
believes they are an excellent forum for communi
cation within the firm. He is convinced, too, that
the program helps motivate staff and that the ef
fort involved is more than worthwhile.

IMPROVING STAFF PRODUCTIVITY THROUGH MOTIVATION
Are today's staff members different from those of a
few years ago? Many practitioners believe they are.
In some ways the young people now joining firms
appear to be less distracted, are better organized
and have more of an idea of where they want to go
than their predecessors. Perhaps one reason is that
competition is greater and jobs are harder to get and
keep now than before the recession.
However, despite these apparent attitudinal
changes, the issue for local firms is still to hire
employees who are right for their particular prac
tice. The cost of hiring anyone is so high that firms
can’t afford to make mistakes.
Training people is expensive, too, and some firms,
particularly the smaller ones, are hiring experi
enced staff instead of recent college graduates.
There are problems with this approach since it is
often difficult to get people to make the conversion
to your firm’s methods. They tend to think that what
they learned at their first firm is still the right way.
Also, what might not have been material at a large
CPA firm might be a significant amount to one of
your clients.
Still, if you decide that hiring staff members who
have previously worked for another firm is the best
solution for you, people with one or two year’s expe
rience are probably the best bet. Look for staff
whose experience is relevant to a local firm's needs,
such as having worked in the "small business” sec
tion of a national firm. The closer this is to your
environment, the better it will be for the firm and
the individual.
People are the only real resource a local firm has
and they should be your largest expense. Having
good talent on the staff is the only way you are going
to make money, and to get that sort of talent, you
must be willing to pay competitive salaries. Use a
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professional recruiter or executive search agency if
necessary. They can be especially helpful when you
need specific skills or industry expertise.
When recruiting, grades are no longer the number
one issue. In fact, the desirability of hiring someone
with a 4.0 grade point average is questionable for
most small firms. Instead, look for other skills—
work history, managerial experience and ability to
communicate are all important. You need someone
with energy and enthusiasm, so look for signs of a
high energy level and don't forget to check the data
if someone's credentials look impressive.
How do you get a New Yorker to work comfortably
in Kansas? One way to make people feel at home is
to set up a buddy system. Let the younger staff
members be involved in this and answer the new
comers’ “stupid” questions—the sort of questions
they wouldn’t want to ask a partner. Keep in mind
that your present staff will have a strong impact on
newcomers during their first few weeks at your firm,
and if they don’t take to someone at the office inter
views, you probably should not hire that person.
A person’s first eight hours with your firm are the
most critical in determining whether you will have a
motivated employee or not. This is true whether the
individual has prior work experience or has been
recruited straight from college. It is important to
get off to a fast start and, in this respect, preparing
for the first day is the key.
To begin with, have assignments arranged and
make the new individuals feel they belong in the
organization and that you are interested in their
well-being. Make sure they have desks, with name
signs on them and business cards. (Most people give
away more business cards during their first week of
employment than they do during the rest of their
careers.) As well as the previously mentioned buddy
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system, an orientation checklist covering every
thing from welcome meetings with partners to
where everything is and how to operate this, that
and the other, etc., will ensure that nothing is over
looked in the effort to make people welcome.

Motivation in practice
What motivates most of us? The answer is not al
ways money; however, if the money is not enough
and individuals think they are not being rewarded,
it will become a demotivator. People are looking for
satisfiers such as recognition and advancement.
Some time must be devoted to performance eval
uation and review by objectives. Communication
with staff is an important element in this. Tell peo
ple what your expectations are, and come to an
agreement about these expectations and about billable hour requirements and involvement in the
community, etc. Have interim reviews to see what
changes have taken place and if goals are being met.
Come to a common understanding at the beginning.
Counseling with staff members is another part of
the process. People want to know how they are
doing. But don’t talk in generalities. Be specific as to
where they are succeeding and where they are fail
ing. And don’t make staff accountants come to you
for these discussions. Meet them and also make sure
they receive adequate on-the-job training.
While money may not be everything when it
comes to motivating staff, people should still be
paid what they are worth. Find out what the going
rate is in your area and pay competitive salaries.
Bonuses can be a problem, however. Giving a bonus
doesn't often result in changed performance or in
creased productivity. Worse yet, staff come to expect
it and if the amount is the same as the previous year,
people will be dissatisfied. Generally speaking,
bonuses and new business incentives do not produce
good results. What does work is treating staff mem
bers as professionals. This is what they really want.
Another way to motivate staff is to let people be
come involved in the things that interest them. Let
them grow professionally and personally and be
aware that partners are role models. Staff will learn

such skills as practice development from you. The
type of system you should try to set up is one that
will help staff define a future with your firm as
opposed to your just providing jobs. You need to be
able to distinguish between people who are just
looking for training before going into industry and
those who want to make a career with your firm.
Establishing a career path is one way to do this. (See
“Effective Management in a Small Firm” in the Jan
uary 1983 issue.)
All of your hiring decisions won’t be right and
there will be times when you have to decide what to
do about nonperforming staff. CPA firms are human
resource organizations and a few nonperformers
can drag down the productivity of the whole unit.
You must do what you are comfortable with when it
comes to terminating people but once you are sure,
don’t delay and risk upsetting the rest of the staff.
Make it clean. Give severance pay if that makes it
easier on you and try not to have individuals leave
with bad feelings. Talking it over and getting people
to agree that they are not doing well might help.
Creating the right atmosphere

When working with people, it is helpful to try to
understand their needs so that they can be stimu
lated to act in ways that produce desired results.
Even highly motivated people can be demotivated.
It is essential to maintain an atmosphere in the
firm that encourages and rewards people and does
not stifle them. This atmosphere will be reflected
first of all in the firm philosophy and by practices
and procedures that assist and show respect for
employees and offer them growth potential and re
cognition. Staff must be treated as adults, rules and
regulations kept to a minimum and applied equally
to all and lines of communication must be kept
open. Team spirit and a staff of motivated people are
some of the most important factors determining the
success of a CPA practice.
—by Donald B. Scholl
D.B. Scholl, Inc.
P.O. Box 297
Paoli, Pennsylvania 19301

GOAL SETTING—THE KEY TO SUCCESS

July 1986

Most of us are raised in an environment in which
negatives are emphasized. At a young age, we con
stantly hear, for example, "Don't do this" or "Don't
do that." Such an environment can stifle creativity
and, in later years, lead us to wonder why we are not
doing as well as we should. It can also cause us to
have negative attitudes and be unreceptive toward
other people’s ideas. As partners, we must con-

stantly be aware that our attitudes and what we say
and do will either help people on our staff grow and

develop or else destroy their creativity.
It usually takes more effort to be positive, but the
difference in results this approach makes is so out
of all proportipn to the effort involved that no one
who has tried it would ever want to be negative
again. Partners are authority figures, and some
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times staff is hesitant to ask how something should
be accomplished. Our responses should be positive
and emphasize what is needed to get something
done rather than focusing on what staff should not
do.
Let’s think for a moment about motivation and
what causes us to do certain things and, sometimes,
to enjoy doing them. (The fact is, we can put up with
a lot of inconveniences if we enjoy what we are
doing.)
Fear can be a motivator in the right circum
stances, such as a dangerous situation. It is only a
temporary motivator, however, because we can
learn to live with the threat or take steps to avoid it.
Incentive is another temporary motivator because
most often it is a reward for past behavior. Awards
given at the time things happen come closer to being
true incentives.
In order to motivate others, we have to start with
ourselves. We must think in terms of possibilities,
not impossibilities. And the way to motivate our
selves is to have specific goals in our lives.
Attitudes are habits of thought. To achieve suc
cess, we must first develop success attitudes. Our
expectations must be positive, and we must expect
things to happen. Most people do exactly what they
expect of themselves. Successful people, for exam
ple, have learned to replace negative attitudes and
performances with positive ones.
Once we have developed success attitudes, we are
ready to plan for success. This process is often called
“goal setting" and is frequently talked about but
rarely done well. The reason for this is that most
people don’t understand how to establish and
achieve their goals. (Goals are not New Year's reso
lutions.) Goals can become a source of power, how
ever, if we do understand them. It is important, too,
that they be personal because this is the only way
that goal setting can work in an organization.

Goals in the firm
The firm’s goals have to become the goals of the
individuals in the firm if people are not to just go
through the motions and grind out the work. We
must also take care that no one is discouraged by
others from achieving his or her goals.
The goals must be written down because this
makes it easier to stay focused on them. They must
also be specific. Hazy goals bring hazy results, at
best. We have to be able to visualize what we want
in every detail.

An interesting illustration of the merits of writ
ten goals is to be found in the book Think and
Grow Rich by Napoleon Hill. The author inter
viewed 500 successful people and discovered
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that they had one trait in common. All, on a
daily basis, used written, specific goals by
which they could measure themselves. They
spent one hour a day thus organizing their
activities. Writing down their goals was the
secret to their success.

Goals must be stated positively, because this
increases the chance of their being attained, and
they should be written in the present tense. For
example, if your goal is to build a million dollar
practice, write, “I have a million dollar practice.”
Our subconscious minds don’t know the difference
between truth and falsehood, and positive input
will help us achieve our goals.
Goals must be reasonable to be attainable, and
there must be a target for accomplishing them; oth
erwise we will procrastinate. The goals obviously
have to be realistic; nevertheless they must still be
challenging. We shouldn’t put limits on ourselves or
let others put limits on us.
The way to do it right in your firm and help staff
members achieve their goals (and the firm’s) is to
continuously give them positive encouragement.
All progress requires change, and success in
achieving personal goals will necessitate some per
sonality changes. There must be rewards, too,
because if we can’t identify any return for the effort
involved, we won’t make the changes. In a firm,
therefore, the goals must be rewarding to all partici
pants. If the firm’s goals have become the personal
goals of the individuals involved, everyone will be
able to identify rewards and be more willing to
make changes.
“Work will win when wishy-washy wishing won’t”
Achieving any goal takes planning, which, in turn,
requires time and effort. It is often difficult to get
people to devote enough of both to turn dreams and
wishes into goals and then to achieve those goals.
You might find the following action plan will
help:
□ Write down your dreams. Let your mind
wander. Don’t bother about whether these
dreams are achievable or not. Ask yourself the
question, “What would I really like to do, have,
or become?"
□ Put your dreams into various categories, such
as financial, mental, physical, social, spiritual,
and family.
□ Set goals and decide which goals you can work
on. You will probably find that you can work on
one in each area. Decide which goals on the
following basis:
(a) Ease of accomplishment;
(b) Degree of desire.
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□ Use spreadsheet columns to develop your
action program for achieving these goals under
the following titles: goal; obstacles/roadblocks; solutions (you have to work on these);
target date (can be changed); follow-up dates;
reward (if you can’t identify a reward, you
won’t do it); affirmation/visualization (should
be in the present tense, positive, and you must
see yourself doing it). Focus on the oppor
tunities and possibilities.
By clearly visualizing the desired outcome and by
following the steps outlined, you should get the
results you want in a timely fashion. If you don’t get
those results, you should look again at your own

THE PEOPLE BUSINESS
"We aren’t in the accounting business; we are in the
people business." CPAs who have attended practice
management conferences during the past ten to fif
teen years have often heard this phrase. Basically,
the speakers mean that rather than the usual range
of services associated with an accounting firm, its
product is really its people. Without the right peo
ple, an accounting firm cannot offer quality ser
vices. Its people are a firm’s most important asset—
a resource that must be carefully cultivated if the
firm is to be successful.
A comment in an article in the February 1974
issue of Dun’s Review illustrates this point. The arti
cle was about the proprietor of a six-person realestate development firm in Pasadena, California. He
had just returned from a six-week business trip to
Europe to find everything at the office in order.
Asked where he found such competent staff, he
responded that he thought most people, generally
speaking, are competent. If they are not treated
properly or given incentives, or receive nothing
much in return for their efforts, resentment can
build up. His staff worked hard but was rewarded,
relaxed, and happy—the most important "thing" in
his estimate.
A section of another article, this one about the
CEO of a hotel-casino, in the April 1984 issue of New
York magazine, offers another example. Describing
the numerous employee motivation programs the
CEO had introduced, the article reported that he
had found that the more he did for employees, the
more profit he made.
A survey conducted early last year for the Amer

ican Society for Personnel Administration/
Commerce Clearing House, established an interest
ing relationship. It found that employees with a high
level of organizational self-esteem tended to accept
the organization's values and beliefs as their own (at

commitment to these goals.
Update your goals regularly. Don't shut out spon
taneous possibilities and project ahead when you
are about to reach a goal. Set goals as high as you
can see yourself accomplishing—because it is rare
for anyone to exceed his or her own expectations.
And remember that the rewards are always far
greater than the extra effort involved in attaining
them. [7]
—by Ronald C. Evensen, CPA
Rocky Mountain Leadership Group
66 Rio Vista Circle
Durango, Colorado 81301

February 1987

least while they were at work), act in acceptable
ways, and be satisfied with the organization.
Rubin, Brown, Gornstein & Co. (RBG), a oneoffice accounting firm in St. Louis, Missouri, long
ago recognized the benefits of motivating employees
by making them feel part of a family organization
and by creating an environment where people are
happy and enjoy working. RBG believes that
developing a firm culture is the essential first step if
staff is to work hard and put in the long hours that
are always necessary in an accounting firm. The
firm recognizes that people must believe it is a good
place to work, and that they must feel they are part
of a team and important to it.
To foster innovation and staff input, the firm has a
staff advisory board comprised of seven people from
the professional staff, client accounting and admin
istrative areas, which meets monthly and solicits
ideas from all staff for improving the firm. These
ideas are then presented to the firm’s management
for adaptation and implementation.
Awards are presented for the three best ideas each
year, and the originators’ names are inscribed on a
plaque that is displayed in one of the conference
rooms. Brainstorming is a regular agenda item at
management and departmental meetings. The par
ticipants form small groups to discuss selected sub
jects and often generate fifty to seventy-five ideas.
To foster team spirit, RBG sponsors a cocktail
party for staff every quarter and hosts a variety of
other social events in the months following tax sea
son. For many of these occasions, the advisory board
serves as a social committee, coming up with ideas
for picnics, outings to football and baseball games,
scavenger hunts, tennis and golf outings, float trips,
happy hours, and the like.
With three softball teams, a basketball team, and
a volleyball team, the firm is a force in local amateur
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athletic competitions. About fifty RBG people take
part in the various events, and, obviously, take pride
in what they do. Trophies take up an entire wall of
one conference room—one of the men’s softball
teams, for example, has won nine of the last ten
championships in its league.
The women’s softball team was undefeated in win
ning the CPA league championship last year. In
addition, it finished second in the citywide playoffs.
The firm also participates in the annual corporate
challenge—a coed Olympic-style competition. All
of these activities foster the team spirit and family
atmosphere that RBG believes is an integral part of
its firm culture.
The interest in helping young people develop per
sonal and professional skills starts before they
become employees. RBG has awarded scholarships
at four universities for the last ten years or so. This
contributes to the success of the accounting pro
grams at these schools and, not so incidentally, gives
RBG name recognition.
Lack of name recognition often works to the dis
advantage of local firms when recruiting. The
internship program that RBG set up almost fifteen
years ago has also proved to be an effective way for
the firm to reach prospective employees while they
are still students. There are two programs in which
senior students can take part. The winter internship
program is for students attending local schools. The
summer program generally concentrates on stu
dents from the St. Louis area who are attending
colleges elsewhere in the country.
The worth of the scholarship and internship pro
grams is demonstrated by reading the "Who’s New
at RBG” column of News/Views, one of the firm’s
newsletters. In one edition, five of ten people joining
the professional staff had previous experience with
the firm as interns or had been one of RBG’s schol
arship recipients.
As mentioned previously, RBG actively encour
ages staff to make innovative suggestions that will
improve the firm. To further this process, Mahlon

Rubin, the managing partner, meets informally
with small groups of a cross-section of the staff
several times a year. Open communication, new
ideas, and innovation are encouraged at these ses
sions, which last two to two and a half hours.
Staff is kept informed of what is going on in sev
eral ways. The firm holds its annual meeting in
August when, much like a shareholders’ meeting,
the firm’s results for the previous year, financial
statistics, annual objectives, and long-range plans
are discussed and shared with the firm’s employees.
RBG holds other updates throughout the year.
Every Friday afternoon, RBG distributes an inter
nal newsletter that notes staff birthdays and anni
versaries, and new additions to people’s families.
The newsletter profiles staff members, offers con
gratulations to those who have recently passed the
CPA examination, and contains news about the
firm’s clients.
Do the constant efforts to keep people informed
and make them feel part of a team obtain results?
RBG has no doubts about it.
A frequent speaker at practice management con
ferences, Mr. Rubin often describes the firm’s
growth from its founding in 1952 and the few hun
dred dollars net income the first year, to its current
size of over 150 people. (All of the growth has been
internal, and the firm has never had a merger or
acquisition.) A strong believer that a CPA firm’s most
important asset is its people, and that the firm’s
most important client should be itself, Mr. Rubin
also believes that a firm must grow in order to
attract bright people and give them opportunities
for advancement.
RBG’s revenues have grown at an average rate of
15 to 20 percent a year for the last several years. The
firm attributes much of this growth to the sharing of
ideas, open communication, and to continually
seeking input from both clients and staff. Each firm,
though, is a unique chemistry of people working
together. The keys to making things happen at RBG
are innovation, teamwork, and implementation of
plans and objectives.

IMPROVING YOUR FIRM’S QUALITY OF WORK LIFE
The toughest part of your job as a CPA doesn’t have
to do with facts and figures—but with faces and
feelings!
I am not arguing, mind you, that faces are more
important than facts or that feelings outrank figures.
Rather, I am saying that the interpersonal aspects of
the work situation are tougher to be sure you are
handling well than the technical ones.
One reason for this is that nowadays people expect
a lot from their work environment. There was a time
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when most people were glad simply to have a job
and would put up with all manner of inconvenience
without so much as a whimper. Well, at least not
much whimpering.
But those days have long since passed. Since the
end of WWII, and especially since the sixties, there
has been a steadily increasing expectation that a job
provide satisfaction as well as security, fulfillment
as well as finances, and that the work environment
should not only be pleasant, but comfortable, con-
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venient, and cozy! Some have called it a silent revo
lution toward entitlementism. The emphasis is not
on “what is expected of me" but on "to what am I
entitled?"
In spite of this (or maybe because of it!) there is
tremendous dissatisfaction among todays workers.
A University of California survey of 15,000 workers
found nearly 80 percent reporting that they were
convinced they were in the wrong jobs. Observed
the researchers, "Never before in history have Amer
ican workers been so well paid, so privileged, and
yet so discontent in their jobs."
What is it like to be employed by your firm? How
do people feel about working there?
Assessing your work climate
Unless you are being deliberately blind, you proba
bly have a pretty good idea of whether your firm’s
work climate is basically positive. There are telltale
signs that signal when the quality of work life is on
the debit side of the ledger. Here are eight of them:

Gallows gossip—Some intra-office gossip is to be
expected, but it becomes dangerous when it is
malicious and vindictive.
Resentment—Often only thinly veiled, this nega
tive attitude will soon permeate the entire opera
tion and slow production to a crawl.
Irritability—When short tempers and long faces
become the norm, easy jobs become tough, and
tough jobs become impossible.
Pessimism—If, all kidding aside, people genuinely
expect something to ruin every endeavor, the com
pany has a real morale problem.
Escapism—Instead of wanting to get involved in
what’s taking place, people try to avoid being
pulled in and are happy when some legitimate
excuse provides an escape.
Sarcasm—Not the playful kind, but the biting
kind. It's like a neon light blinking "Caution: Dan
ger Ahead!"
Minimalism—Doing the least possible, with a
"not my responsibility" attitude, is a sure indica
tion of disgruntlement.
Egoism—Everybody likes credit, but when who
gets it becomes more pressing than whether any
thing credit-worthy has been done, it's time to
circle the wagons.
All of these signs of firm sickness occasionally
surface even in the healthiest of work climates. It is
when they become pervasive that they demand
attention. And by the time you have reached that
point, you’ve lost a lot of ground that will be hard to
recover.
It may be worthwhile conducting an attitude sur
vey to find out how staff feels about working in your
firm. Basically, there are two ways to go about this:

1) call in a consultant, 2) do it in-house. There are
advantages and disadvantages to each, but which
ever you choose, here’s how to proceed.
First, you must develop the survey instrument
from information provided by employees. A stan
dard survey form may be better than nothing, but it
runs the risk of missing the boat for your particular
situation. Similarly, for the managing partner to try
to think of everything that could be important is to
ignore the fact that how the firm looks from his
office may be quite different from the view from the
receptionist’s desk.
Ask everyone at the firm to fill out a form indicat
ing six or more aspects of the work situation that are
personally important. Note: You are not asking at
this point for any rating about whether these
aspects are being handled poorly or well; you are
only trying to identify what things people feel
strongly about. In order to assure usable informa
tion, be sure to guarantee absolute anonymity to
everyone’s responses, and consider hiring an outside
typist to compile all the initial answers into one list.
Next, take the list of job aspects which staff has
indicated are important to produce a survey ques
tionnaire. Be aware that how the questions are
stated is critical to gathering useful information.
For example, avoid “yes/no” questions because peo
ple have too much difficulty figuring out how to
answer accurately. I recommend three formats for
questions (the exhibit on page 5 shows examples):
STATEMENTS should be phrased in straightfor
ward, declarative sentences with only one message
each and with no more words than necessary. Use
few or no modifying words. Each statement is fol
lowed by a seven-point scale. There are technical
reasons why a seven-point scale gives more discrim
inating information than a five-point one, and just
as much information as a nine-point scale. But I
won’t go into those reasons here.
TOPICS can make up another portion of the sur
vey instrument. Some of the topics may overlap
areas already included in the STATEMENTS por
tion, but that’s okay. The information in this section
is intended to be somewhat global in nature, and the
results will give you a quick estimate of the firm
attitude about a variety of work-related areas. These
topics are followed by one or more seven-point
scales anchored by bi-polar descriptive words.
Don’t try to label the points between the extremes;
it will muddy your results. Simply choose opposite
words for either end and let people decide for them
selves what the numbers in between mean on the
continuum.
OPEN-ENDED QUESTIONS provide an oppor
tunity for people to include things that were not on
the original list or that occur to them at the time.
These items will be more difficult to quantify than
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the seven-point scale ones, but they will help com
plete the picture. Obviously, the scaled items pro
vide easily quantifiable information which can be
tabulated quickly.
Questionnaire administration and feedback
I strongly recommend that the survey be done all at
once, as a project during a special or regular staff
meeting. You will need to let everyone know in
advance that it will be done on a certain day and at a
certain hour, explain how the information will be
used, and request everyone's cooperation. You will
need to assure staff again of anonymity and con
fidentiality and to do whatever is necessary to guar
antee that.
A part of gaining cooperation is telling people
what the reason for the survey is and what will be
done with the results.
You should therefore do the following three
things, and possibly the fourth:
□ Provide full and speedy feedback on the results.
Some of this information may be a bit painful to
publish, but you must do it. You might consider
publishing jibes aimed at management, for exam
ple, but you should leave out digs aimed at lowerlevel staff.
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□ Provide a forum in which to discuss the results
as a group and allow discussion around problem
atic areas that the survey brought to light. Also,
plan to allow some time (but not too much) for
collective back patting on results that show the
best aspects of work life.
□ Promise that action will be taken in any way
that is feasible on areas needing improvement.
And be sure people know that these actions are
being taken because the survey pointed out their
importance to the quality of work life at your firm.
□ Plan to do a follow-up survey some months
down the road to see whether your efforts have
paid off. The decision to do this depends on the
nature and extent of your survey results and the
related actions.
Expected payoff
Is it worth going to all this trouble when you are
already working long hours, meeting pressing dead
lines, and things seem to be going about as well as
could be expected given the fact that people will find
something to complain about even in the best of
situations? You must be the judge of that, but let me
remind you of two things.
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Examples of Attitude Survey Questions
Statements

Agree
strongly
6
7

I feel valued at my job.

Disagree
strongly
1
2

3

4

5

The work I do is challenging.

1

2

3

4

5

6

7

People at our firm are friendly.

12

3

4

5

6

7

Topics

Salary

Adequate
1
2

3

4

Performance-related
4
3
1
2

5

Inadequate
6
7

5

Performance-unrelated
6
7

Physical space

3

4

5

Sad
6
7

Comfortable
1
2
3

4

5

Uncomfortable
6
7

Superb
1
2

Open-ended Questions
What do you like most about working here?

First, surface calm is no
guarantee that things are
really satisfactory at the CPA
watering trough you call home.
Many a smouldering resent
ment has burst into flame after
years of compliant acceptance.
Becoming aware of resentment
before it explodes gives you a
good chance of defusing the sit
uation without undue damage.
Second, letting staff mem
bers know that you care what it
is like for them to work at your
firm pays bigger dividends per
investment of time and energy
than almost anything else you
can do. When people feel cared
about, they feel appreciated.
When they feel appreciated,
they work effectively and hard.
When people work effectively
and hard, success follows. And
when the whole work force
feels like a success story, people
find genuine satisfaction in
their jobs and in the quality of
their work lives.
In a subsequent article I will
write about the four corners of
job satisfaction and the part
each one plays in the overall
quality of work life. [7]

What do you see as our company’s special advantage?

When do you feel most like quitting?
What do you think goes unnoticed at our office?

—by John S. Compere, Ph.D.,
Clinical Psychologist, Compere,
Inc., P.O. Box 17149, WinstonSalem, NC 27116, tel. (919)
725-2159 or 768-5234
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TRAINING AND CPE

ON-THE-JOB TRAINING
When planned properly, on-the-job training can
be the best way to introduce new staff members to
the procedures peculiar to a CPA firm and to
supplement attendance at a formal staff training
program.
Too often though, senior personnel are more
intent on doing a good job in the least possible
time and forget their obligations to train the
juniors. Also, it is too easy for an in-charge ac
countant who is familiar with an engagement to
forget how its unusual features or complications
once bothered him.
However, it is worthwhile to spend some time
ensuring that proper use is made of training op
portunities by senior staff members since the de
gree of knowledge gained by beginning personnel
in the normal course of an engagement does not
compare with that gained through work programs
designed specifically for training. Here are some
techniques that you can use:
□ Reviewing the workpapers. Have the senior
staff person review the working papers of
the previous year and the audit program
proposed for the current year with the
junior assistants before beginning an en
gagement. This gives assistants an opportu
nity to anticipate problems.
□ Preparing for the assignment. Prepare a file
on larger clients describing their operations,
accounts (particularly unfamiliar ones), the
purpose for which these accounts were cre
ated, the transactions that affect them and
their position in the clients' financial state
ments. A well-detailed and current file that
is studied and used during an audit will en
able the junior staff assistant to work with
confidence and authority to the benefit of
client relationships.
□ Explaining the assignment. Give staff assist
ants the whole picture. It invites inefficiency
if they are merely given a list of things to be
done on one part of an engagement without
an explanation of the purpose or where their
tasks fit in the whole engagement.
□ Encouraging staff assistants to think. Staff
people cannot be taught to think if they are
given little opportunity and encouragement
to determine the purposes of their work as
signments. So, stimulate their imaginations
by discussing possible improvements in the
client’s accounting system, internal control
procedures, etc., and encourage them to
make suggestions for improving assignment
administration.
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□ Testing their judgment. When staff members
who are working under direct supervision
ask help with technical problems, have them
suggest possible solutions. This way their
judgment can be tested. Then they should be
informed of the strong and weak points in
their analysis and should have the logic of
the proper solution explained to them.
□ Reviewing individual job performances. Re
view the working papers prepared by each
staff assistant before completion of the job.
It is often impractical to point out errors,
omissions or areas that need improvement
after the assistants have been assigned to
other work. However, individual job per
formances should be reviewed immediately
upon conclusion of the job while they are
still fresh in the minds of the in-charge ac
countant and the staff assistants. (See As
signment Performance Evaluation Question
naire, exhibit 307-1-4 in the MAP Handbook,
chapter 307, “Staff Evaluation,” pages 4 and
5.)
□ Criticizing the assistants’ work. Staff assist
ants should be shown where their weak
nesses lie and how to correct them, and they
should be encouraged to ask questions or
make comments on the audit field work. It is
better if these discussions are held in an in
formal atmosphere to avoid the impression
of belittling an assistant’s efforts. And don’t
correct staff assistants’ errors. They will
learn more if they correct them themselves.
It is always a good idea to explain the purpose
of each procedure being performed without wait
ing for questions. This will assure staff assistants
that they are not expected to know all the answers.
It is also better to let the assistants learn by doing
rather than by memorizing what they are told to
do. They can be given problems that are almost
beyond their grasp and encouraged to work the
problems through to successful solutions.
Some firms have found it useful to assign each
senior one or more juniors and, where possible,
assign them to engagements together. Senior staff
members must know what is expected of them,
and it will help if the firm has a written guide for
the training of new personnel. For example, the
guide could instruct the more experienced staff
to help the newcomers by
□ Introducing them to other members of the
staff, explaining the firm's policies and
standards, etc.
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□ Giving them a sense of belonging to the firm
and to the profession.
□ Reviewing with them the work programs of
the engagements on which they will be em
ployed.
□ Supervising their work carefully, making
sure it suits their ability and that their time
is used wisely.
□ Reviewing their work fully, not only for ac
curacy but to see that they are benefiting
from on-the-job training.
□ Suggesting appropriate supplemental read
ing material with particular emphasis on
areas where the new staff members are
weak.
An important element in this phase of training
is the follow-up. This is necessary not only to en
sure performance but also to evaluate both the

AN EXPERIMENT IN TRAINING
A common complaint among practitioners these
days is that when they hire accounting graduates
they find that they have not had adequate prep
aration to practice. Therefore, the practitioner
has to assume the responsibility to train them.
Our firm recruits at the local universities, hir
ing primarily BA and MBA graduates with ma
jors in accounting. We have traditionally placed
these trainees directly onto our accounting staff
and sent them to the AICPA courses, "Orienta
tion to Public Accounting” and "Staff TrainingLevel 1.” They are assigned to engagements hope
fully within their capabilities, but in most cases
it takes them some months to become produc
tive. The reason, of course, is that they don’t
know "how to,” because they’ve never done it.
In an attempt to solve this problem we per
suaded two recruits, at their final interview with
us, to spend a period of time in our "small busi
ness department” (a euphemism for the book
keeping department) before going on to the ac
counting staff. We described our past experi
ences and explained to these recent graduates
that we believed that they would benefit by being
involved directly in the bookkeeping process and
dealing with our clients’ bookkeepers. We also
discussed the proposed program with key people
in our small business department.
Our two accountants worked in the small busi
ness department for about five months, going
through two quarterly endings. Although both
of them believed that the accounting education
they received at their respective universities

progress of the junior as a student and the ability
and progress of the senior as an instructor (an im
portant step in his professional development). It
is helpful if the senior submits a report periodic
ally on each junior assigned to him, covering
progress (rated on the basis of an average for that
level of experience), steps being taken for improve
ment and the means of follow-up. These could
then be reviewed by the partner in charge of per
sonnel at least twice each year.
Effective on-the-job training is obtainable in
local firms if the in-charge accountant is prepared
to share the engagements with the assistants.
Sharing the planning, programming, questions
and problems, etc., will not only give valuable
training to the beginning staff accountant but will
also result in higher quality work.
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stressed the practical rather than the theoretical,
they nevertheless agreed that our experimental
program has been invaluable and recommend it
to all entry-level staff members.
Among the tasks we had them perform were
Write-up work; bank reconciliations; check
register distributions; summaries of cash re
ceipts and disbursements; summaries of ac
counts payable and receivable; fundamental data
processing; adjusting journal entries; general
ledger posting; trial balances; preparing unau
dited financial statements; preparing payroll,
business and occupation taxes for corporations,
partnerships and individuals; updating deprecia
tion schedules and assisting on small audits.
Most aspects and techniques of bookkeeping
procedures were unfamiliar to the trainees prior
to beginning this program, while others were un
clear. They now have a better understanding of
the process and should be able to deal more ef
fectively with clients’ bookkeepers. The period
spent in the small business department also gave
them the opportunity to study the firm’s policies
and procedures concerning auditing before ac
tually doing any audit work. A major benefit of
this training has been their exposure to a variety
of accounting systems and businesses.
We are pleased with the results to date and
are continuing the practice with good results.
Thus far it appears that one quarterly cycle is
the minimum period that a staff trainee should
spend doing this type of work, while three quar
ters is the maximum. The program is an ad-
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mitted experiment but other practitioners might
find it interesting and useful.

—adapted from a speech by
Wm. R. Gregory, Tacoma, Washington

PROFESSIONAL DEVELOPMENT PROGRAMS
One of the best ways for individuals to achieve
recognition and identification as true profession
als is through participation in planned develop
ment programs that offer training and guidance
in the necessary skills and encourage involvement
in professional and community activities.
The requirements for professional development
can be broken down into the following parts:
□ Identity and recognition. Personal identity
and recognition are of great importance if
individuals are to attain stature and respect
as professionals. It is in the interest of the
firm to see that personal identity is estab
lished as rapidly as possible. Clients will
then be more apt to contact a member of the
staff with their more routine problems. This
will free superiors and principals for other
work. Also, business is attracted and re
tained on the basis of the identity of each
individual who represents the firm, although
care should be taken to portray service as a
firm responsibility.
Therefore, staff people should be brought
into conferences with clients so that they
may establish their identities and associa
tions with particular jobs and with the firm.
This will make it easier for the firm to give
credit for work, suggestions or new ideas
where credit is due, without detracting from
its overall role.
□ Management training. If staff people are to
learn how to manage and operate a public
accounting office and become familiar with
the problems that must be solved at the man
agement level, they must receive adequate
executive and management training and have
all phases of the operation explained to
them.
They should have a thorough understand
ing of the basis on which billing rates are
charged to clients and should understand the
relationship of the billing rate to their com
pensation. They should be informed that as
their billing rate can be increased, so can
their compensation.
Staff people should be involved when ac
counts are billed so that they can learn the
procedure and understand the problems
concerned with adjustments in billing rates
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that result in the raising or lowering of the
final fee in relation to the actual time record.
They should be taught how work is assigned
and jobs controlled and encouraged to make
recommendations for improving the internal
office systems.
□ Professional activities. The staff should be
allowed sufficient time to participate in ac
tivities that affect the profession. Confidence
and professional recognition can be gained
through working on projects for state so
cieties or the AICPA and by becoming in
volved in community and church affairs.
Some formal speech training might be of
help in this regard and in discussing business
matters with clients.
□ Financial assistance. There is much to be
said for a firm encouraging staff participa
tion in activities, such as mentioned above,
by underwriting the costs involved. This
could include the cost of membership in
state societies, the AICPA and various social
and service clubs as well as attendance at
meetings and CPE courses. Newer staff peo
ple will more quickly learn about the oppor
tunities for professional development, be
able to meet more people, broaden their
areas of contact and, in general, feel part of
the team.

□ Contributions to the profession. The staff
must be instilled with a desire to contribute
to the profession through committee service,
writing articles, giving speeches or becom
ing involved in technical research. Only in
this way will the profession continue to grow
and advance.
There are benefits to the firm as well as to the
staff from a well-planned professional develop
ment program. A local firm may find that it helps
in
□ Recruiting competent staff.
□ Reducing staff turnover and avoiding prob
lems with clients who cannot understand the
failure to retain good people.
□ Expanding the scope and quality of client
services.
□ Complying with continuing education re
quirements.

160

THE PRACTICING CPA ON PARTNERS AND PERSONNEL

□ Minimizing legal liability. (See MAP Hand
book, chapter 214.04.)
□ Reducing staff problems through being able
to bill at a higher rate and pay adequate
compensation.
□ Achieving continuity of the firm.
As with all other training and development pro
grams (see the article “Staff Training Programs”

on page 4 of the April Practitioner), to be a success
it is essential that a professional development
program receive the full support of all partners,
who must provide leadership, and be planned
properly, taking into consideration
□ The establishment of goals that are consist
ent with other goals and objectives.

THE COST BENEFITS OF AN IN-HOUSE CPE PROGRAM
Although some may not recognize the fact, every
firm pays for training staff people whether or not
it has a formal training program. Let’s look at
some of the evidence supporting this statement.
One such piece of evidence may be fee write
downs. If we assume that our partners and staff
are motivated and that our billing rates are fair,
why do we have write-downs? The reason may be
that sometimes we have difficulty from a technical
standpoint. More often though, we have write
downs because we did not know how to plan and
control a job and, consequently, spent too much
time reviewing and re-doing. Unnecessary on-thejob training resulting in write-downs can be very
expensive.
Losing clients can be another sign of lack of
training or, at least, an ineffective training pro
gram. Clients don’t often leave a firm because of
fees; they leave because their needs are not met.
Do our partners and staff know how to identify
and service the expanding needs of clients? Losing
clients is an expensive way to find out.
What is needed, in many cases, is a CPE program
that matches a firm’s long-range goals rather than
one that just meets state or other requirements.
The ideal program would also help a firm identify
the benefits it will receive and control the cost of
CPE. Here are some ideas for setting up such a
program.
The benefits to expect

An effective CPE program allows partners and
staff to develop professionally as well as person
ally and meet their changing responsibilities, and
gives the firm added assurance that they will meet
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also intangible benefits that come from partners
and staff meeting and growing in a setting differ
ent from the normal work environment such as
the boosting of morale and the building of a team.
Determining CPE needs

If we must have a CPE program, why not maxi
mize the benefits? To do this, the firm should first
determine specific training needs by priority. Then
and only then should the sources of training pro
grams be considered. If we know our training
needs, we can evaluate the various sources costeffectively.
The first step in determining CPE needs is to
recognize when a training program is not the
whole answer. For example, formal training will
never replace on-the-job development and super
vision. It can speed up the process of learning new
information and skills, but it cannot replace ex
perience.
If a professional staff person can read, under
stand and apply technical information, no specific
training program may be needed. Also, a person
should not receive formal training in an area if
that training will not be put to immediate use. If
the individual is eventually involved in that area,
he will have to be retrained anyway because, to be
most effective, formal training should be rein
forced immediately by work on the job. We should
limit training programs to the imparting of signifi
cant new information, e.g., changes in the tax law,
and to the development of new skills needed by
individuals because of changing responsibilities.
A program may well be a good one, but it may
not meet the priorities of either the firm or an

the required standards of performance. In addi

individual. To determine specific CPE needs, you

tion, it is preventive maintenance and should be
part of a firm's overall quality control program.
A program that matches the firm's long-range
plans should contribute to its profitability by re
ducing write-downs and helping individuals to
obtain and retain clients for the firm. There are

should consider asking partners and staff about
their perceived needs as part of your annual re
view process or organizing a committee to address
the issue. These approaches will probably enable
you to identify more CPE needs than you can
satisfy immediately. The key is to establish pri
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orities—make the training fit the long-range plans
of the firm. Some factors that should be consid
ered include the
□ Long-term benefit. Will the investment in
training pay back for both the individual and
the firm in the long run?
□ Risk that the need might not be met. If part
ners and staff are not properly trained, do
we have a quality and monetary risk?
□ Number of professionals in the firm having
a similar need. Is the number sufficient to
warrant development or presentation of in
house programs?
Sources

Having determined the firm’s CPE priorities, we
can now look at sources (materials and instruc
tors) to meet these needs (see exhibit on the fol
lowing page).
To maximize cost effectiveness, the firm should
buy any materials that are appropriate to the prac
tice. In most cases, these will be at least 70-80
percent relevant to the firm, leaving only a com
mitment of time and money to customize 20-30
percent of the course materials. This will always
be cheaper than developing new materials. Only
if you cannot find satisfactory materials from
other sources, should you consider developing
them in-house.
As to instructors, I will reverse my position. The
first choice should be the use of in-house instruc
tors. No one understands your firm, clients and
staff as in-house personnel do, and teaching CPE
courses will add to the personal development and
recognition of the instructors. One caveat, though:
make sure that your in-house instructors receive
discussion-leader training so that they can handle
the assignment well.
A second option is the use of an outside con
sultant, who should be teamed with an in-house
person where possible to improve the relevance
of the program to the firm. Be certain that any
consultants you hire understand our profession.
Preview their materials and get references from
other firms.
Outside programs can, of course, be another
source of both materials and instructors. Send
only one person to a presentation of the program
and have that person evaluate it before you com
mit significant resources.
Care must be taken to ensure that an outside
program is relevant to the needs of your practice,
otherwise it is a complete waste of time and

161

money. It is not just the direct costs of a CPE pro
gram that are significant. The time spent by in
structors and participants and the amount spent
on travel, food and lodging must also be consid
ered. Often, the money spent on away-from-home
expenses would have been better spent in devel
oping the firm’s in-house CPE program. However,
the quality of a particular course is an important
factor, so you will probably find that an effective
overall program involves both elements.
Each firm should design a CPE program based
on its own training needs, select the sources of ma
terials and instructors, develop a budget of both
the time and cost and evaluate the results of the
program at least annually. This way, the firm can
make decisions as to the desirability of in-house
or outside courses and get the best value for the
dollars invested in CPE.
-by Carolyn C. Alden, CPA
Alden & Associates
New York, New York
Sources of CPE programs

I. Traditional sources
A. AICPA
1. VideoFlex™—video instruction with a
coordinated workbook which can be
used by a group or an individual
2. KESSettes™ — Sidney Kess, CPA of
Main Hurdman & Cranstoun and a con
sultant in tax training for CPAs, pre
senting his tax workshops for video
3. Formal self-assessment programs —
assessment components with computer
feedback and an educational compo
nent providing critiques of the partici
pant’s performance
4. Self-study materials
a. CPAudio cassette workbook courses
b. Management education portfolio
5. Lectures, conferences and workshops
a. Hot topic lecture series
b. National conferences and AICPA in
structor dependent programs
c. Annual updating workshops
6. National training programs—tax, MAS,
banking, government
7. Professional training programs—staff
through partners
8. Seminars
a. State society public presentations
b. For in-house presentations
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9. Modules and mini-courses
a. State society chapter presentations
b. For in-house presentations
B. State societies
1. Lectures, conferences and workshops
a. Conferences (e.g., personnel, indus
try)
b. Annual updating workshops
2. AICPA VideoFlex™ and KESSette™
video programs
3. Seminars
a. Packaged presentations using either
state society or AICPA course mate
rials
b. For in-house presentations
4. Modules and mini-courses
5. Self-study programs (mostly AICPA)
C. Professional groups
1. American Management Associations
(AMA)
2. National Association of Accountants
(NAA)
3. Canadian Institute of Chartered Ac
countants (CICA)
D. Governmental agencies
1. Federal (e.g., SEC, SBA, IRS)
2. State and local
E. Industry associations
1. Types (banking, savings & loan, truck
ing, etc.)
2. Availability of the profession
3. Qualification for CPE credit

F. Colleges and universities
1. Executive programs
2. Continuing education programs
3. Graduate programs, especially in tax
ation
4. Co-sponsored programs
a. AICPA (Illinois, Michigan, Texas,
Virginia)
b. State societies
c. Firms
II. Nontraditional sources
A. Affiliations of accounting firms—national,
state and local
1. Staff training—consortiums
2. Sharing of experiences seminars
3. Practice management seminars

B. Educational consultants
1. Providers of the entire CPE package

2. Course developers
3. Resource persons
C. State societies
1. Providers of seminars for one or more
firms on an in-house basis
2. Joint ventures sponsored by one or
more state societies and underwritten
by a firm

III. The EDMAX library
A. EDMAX
1. Outgrowth of the advisory panel to the
AICPA’s professional development di
vision—1971
2. Constituent subcommittee of the con
tinuing professional education divi
sion—1973
3. Objectives
a. To share educational materials with
the profession
b. To encourage cooperative course ma
terials development
c. To share ideas and developments in
professional education
d. To monitor legislative proposals
e. To sponsor and conduct a national
CPE conference
B. Library operations
1. Located at the AICPA offices in NYC
2. Membership requirements: being re
examined; now $400 annually; a mini
mum of one day’s professional educa
tion materials annually; reasonable
participation in semiannual meetings
and task force assignments
3. Membership entitlements: materials
withdrawal privileges equal to contri
butions; attendance at semiannual
meetings and educational seminars;
task force reports
C. Contents of the library—an up-to-date list
ing available of materials in the library
D. Access to the library
1. By all AICPA members, who can visit
the library, review the materials, and
make manual transcriptions—the use
of recording devices or copying equip
ment is proscribed
2. By EDMAX members, who may with
draw materials (copies will be pre
pared by the Institute at a nominal
cost) to the extent of their contribution

TRAINING AND CPE

IN-HOUSE TRAINING: ONE PATHWAY TO EXCELLENCE
Hiring, post-collegiate training, and retaining the
right people are at the heart of CPA firm service to
clients. To produce quality work and the desired
results, CPA firms must train their staff to eliminate
weaknesses and develop strong attitudes.
Not many beginning staff members can relate
time, billing rates, and billable dollars the way cli
ents do. New staff members are used to flexible time
requirements at school, constant test-score feed
back, and a more structured environment. More
specific to our topic, they also have difficulty relat
ing their book learning to the actual work environ
ment. It is therefore essential that a firm’s training
program makes a good initial impression on these
(and other) staff members, bridges academia and
practice, and gets staff thinking along practice lines.
An in-house training program expedites effective
introduction of firmwide policies. Firms can struc
ture courses that are primarily beneficial to them
rather than to individuals who may later leave to
work elsewhere. It is also more cost effective to get
all staff members at one meeting to update them on
new pronouncements.
The people responsible for firms’ training pro
grams range from the partner in charge to non
partner administrators. Typically, it is the most
junior partner. In order to prevent migration of staff
to firms with better training programs, however, the
responsibility should be assigned to the person best
suited to it. In most cases this will be a busy person
who knows how to organize and get things done
and, importantly, how to persuade staff that the in
house seminars are designed to benefit both the firm
and the individual.
Given those attributes, the most suitable person
would be the partner who spends the highest per
centage of chargeable hours on the review of workpapers and financial statements of others. That
partner is in a position to see deficient work and
identify where remedial action is needed, and to
select appropriate courses and get people in groups
for training. It may help, too, if the partner is also
ultimately responsible for the personnel functions,
as this would tend to eliminate any jurisdictional
problems.
Let’s become a little more specific. Firms holding
private CPE sessions can, in general, be grouped in
four ways: those having under fifteen, fifteen to
thirty-five, thirty-six to seventy-two, and over sev
enty-two professionals.
In firms with approximately fifteen to thirty-five
professional staff members, there are advantages to
having an in-house, all-staff curriculum that
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accounts for at least twenty-four hours of the fortyhours-per-year CPE requirement which the peerreview process and many state laws require. Firms
this size should seat people in small groups that are
similar to their historical or projected 12/31 field
staffing assignments. This seating arrangement
facilitates a team approach and brings a stronger
and more relevant perspective to the discussions—
one based upon particular engagements. In contrast
to public seminars, it becomes quite legitimate for
groups at in-house sessions to discuss particular
client-related issues.
Live videotaping of the sessions is one of the most
cost-effective ways of capitalizing on the inherent
strengths of in-house training programs. It is a supe
rior method to audiotaping because general refer
ence can be made to visual aids and manual pages.
Equally important, videotaping can preserve the
culture and content of the event, which is useful
when training recently hired people who need
exposure to the firm’s culture, procedures, and doc
uments. And because firms in this stratum fre
quently hire experienced staff, they may not need a
discussion leader present during later viewings.
If the firm's conference room cannot accommo
date all staff, the sessions can be held at a nearby
hotel. Either way, all morning sessions of a full-day
course should begin at 8:30 a.m. and run until 12:30
p.m., then a two-hour break for lunch. This will
allow time for returning phone calls and taking care
of other everyday practice issues. (Staff should be
encouraged to eat first, then make calls before
returning to the session punctually.) The afternoon
sessions should run from 2:30 p.m. until 5:30 p.m.
The four-hour morning/three-hour afternoon split is
purposeful. Anything longer than a three-hour ses
sion in the afternoon causes people’s attention to
fade.
In firms with about thirty-six to seventy-two pro
fessional staff members, as much as thirty-two to
forty hours of in-house CPE training can be justified
each year. This would encompass not only firmspecific training, as in a smaller firm, but also train
ing geared to the needs of specific staff levels. At this
size, there may be as many as six group-levels rang
ing from basic through advanced. Although this
stratification increases the cost of CPE, these costs
can still be controlled by holding in-house training
programs.
If the firm has many people attending outside
courses, much time can be spent tracking who went

where and when, and if the course was good or not.
(Jealousies can result from course assignments,
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too.) Travel and opportunity costs (lost billable
time) must also be considered. Furthermore,
because an in-house program can be controlled and
is not burdened by advertising expenses, out-ofpocket costs on a per capita basis tend to be less than
for an outside program, even when training is
geared to specific staff levels.
In firms of this size, the conference room is proba
bly big enough to permit the sessions to be held on
site. Again, they should run from 8:30 a.m. until
5:30 p.m., with a two-hour lunch break to allow time
for contacting clients.
The final tier we will explore in this article is the
firm with about seventy-two professionals or more.
Seldom can a firm this size justify having staff
attend outside CPE seminars, except for a few spe
cialized courses, and those of interest to partners. In
fact, these firms might consider hiring a part-time
course developer or consultant to contribute to the
development of firm approaches to new pronounce
ments, or specialized programs, and help train staff
in their usage. A combination of in-house programs,
outside instructors, and/or video-aided training can
be very effective.
Since large or multi-office local firms should be
developing libraries of courses that can be viewed
by small groups of staff at any time, the sessions
should be videotaped whenever possible. This will
add to the cost—probably $500 to $1,500 a day—but
by capturing a program, it no longer is all an
expense but becomes partially a capital item.
Developing such a library necessitates using expe
rienced instructors and interesting visual aids. All
instructors must be technically competent, but in
addition, the primary instructor should have a
pleasant speaking voice and be free from distracting
mannerisms.
Regardless of firm size, there are four main areas
where in-house training programs are superior to
outside seminars. These involve discussions of
□ Firm problems.
□ New procedures and forms.
□ Results of inspections and peer reviews.
□ Necessity for firmwide corrective action.
Next, let’s adapt an approach that was pioneered
by the R.G. Barry Corporation of Columbus, Ohio.
Using this approach—human resource account
ing—CPE would be a capital expenditure when it is
controlled in-house. The useful life of a particular
program determines the amortization policy—the
useful life depending upon issues such as the pro
mulgation of new pronouncements that make
courses obsolete, and upon whether or not there is a
steady influx of new staff to form training groups
that gradually work their way through the firm's
ranks. It also depends on whether or not a curricu

lum which requires course content changes has
been developed for the firm.
Per capita CPE costs should, for managerial
accounting purposes, be accumulated in separate
subsidiary ledger accounts by employee name. The
additions to each account would include the prorata
share of any new course development and presenta
tion cost, lost billable time, paid time needed to
prepare for seminars, cost of meals, hotels, travel,
and so on.
Deductions would include the cost of the initial
course when repeat attendance is required at sim
ilar courses, and charges when an employee leaves
the firm for a nonclient.
The human resource accounting model is appro
priate for in-house programs, not outside ones. The
reasons are that outside seminars are fertile recruit
ing grounds for firms and good employees can some
times be lured away. Also, outside courses are not
firm-specific. They are primarily for the employees’
enrichment, not the firms’, and should be treated as
expenses unless some future benefits can be identi
fied.
Outside courses do have benefits, however. They
enable staff to get away from the day-to-day routine,
for a while, and can be used to recognize outstand
ing performance. Also, they allow participants to
hear top experts in particular fields—people and
ideas that they would not be exposed to at in-house
programs.
If special training is needed, people should by all
means be sent to outside seminars. The special
training should be matched with assignments.

Getting started in a larger firm
(over 36 professionals)

The training program should start with newly hired
employees. This may mean with firm-specific, staff
training level 1 (either an adapted AICPA course or
one specifically designed). Such courses are excel
lent candidates for videotaping because even as
small a group as three people offers excellent oppor
tunities for repeat sessions, young staff members are
at their keenest, and the material does not date as
quickly as, say, tax material. The first course should
last from three to five days and cover work that an
individual might reasonably be expected to perform
during the first year.
From my experience gained consulting with firms

of this size, I believe the prevention of professional
liability problems should start with untrained,
entry-level staff. The transformation from college
student to billable professional can be hastened if
newly hired staff members can look at themselves
before they go to clients. A properly designed, vid
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eotaped session will allow them to do this and to
modify their behavior where necessary.

A PROGRAM OF PROFESSIONAL READING
CPAs are faced with a difficult task in staying
abreast of the flood of developments in account
ing, auditing, tax and related areas. And since it
is impossible to read everything at the office, many
CPAs, myself included, have professional litera
ture mailed directly to their homes.
The practitioner in a local firm usually does
not have a research staff to review and summarize
the often lengthy and complex pronouncements
and regulations, and there is no simple way to
keep current. However, I have developed a read
ing program that has been helpful to me and
may be of interest to other CPAs.
Usually, this professional literature can be di
vided into four general categories. These are:
□ Monthly items.
□ Items that are issued periodically.
□ Periodic items that must be ordered sepa
rately.
□ Annual items.
The first group consists mostly of magazines
and CPA association newsletters which I handle
in the following way:
□ They are first placed in a “to be read” file
at my home.
□ All items are then read within a week, a note
being made of any topic that pertains to a
client or is of professional interest.
□ Any news releases mentioned in the text and
thought to be informative are ordered.
□ After these publications have been read they
are filed at my home, by months, for possible
future reference.
The principal items in the second group are the
statements and interpretations of the Financial
Accounting Standards Board, statements on audit
ing standards and exposure drafts. These are dealt
with as follows:
□ Each pronouncement is listed in numerical
order in a loose-leaf binder, a note being
made of the date it was issued, its effective
date, the previous pronouncements that it
supersedes and the names of clients it may
affect. (I also try to make appropriate notes
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—by James S. Gallagher, CPA, CMA
59 Radcliffe Drive
New Providence, New Jersey 07974
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on the copy of the pronouncement that has
been superseded or amended.)
□ The item is then placed in the “to be read”
file and read before the effective date of the
new pronouncement in one of three ways:
1. If it directly affects my current work, I
read it thoroughly, underlining or making
notes where appropriate.
2. If it is relevant to my work at a future
date, I scan it for highlights.
3. If it is not particularly applicable, I just
scan the index and paragraph titles.
□ When the necessary reading has been com
pleted, all items are taken to the office and
filed in sequence with earlier pronounce
ments of the same type.
The third group of publications includes indus
try audit or accounting guides, financial report
surveys, self-study course materials, etc., that I
become aware of through monthly newsletters
and AICPA advertisements. These items are also
routed through the “to be read” file at home be
fore being taken to the office to be stored. How
soon and to what extent they are read depends
on the nature of each.
The fourth category essentially contains refer
ence materials that, again, must be individually
ordered. Among the more significant annual pub
lications are the Professional Standards Series,
the Index to Accounting and Auditing Technical
Pronouncements and various tax guides. Since
most of. these pronouncements are compilations
of material that has been read during the year,
I usually file them at the office straightaway.
At first, this program may seem extremely time
consuming, but it is not if each publication is read
promptly. The most important benefit is that it
will enable a CPA to be thoroughly familiar with
developments that directly pertain to his work
and to be at least aware of other developments
that are less important to him. This must surely
be the goal of any professional reading program.
—by John M. Schwarz, CPA, Greensboro,
North Carolina
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GREAT BOOKS—GREAT CPAS
Most CPAs would like to believe that they have
good business judgment and better than average
insight into business operations. In many cases
they certainly do. However, for some it may be
a blind spot because surveys of people in the
business community all too often suggest that they
perceive CPAs as rather narrow with a pronounced
technical bent. "CPAs understand accounting and
taxes but they don't understand my business" is
a typical comment.
Perhaps before reacting with an emotional de
nial, CPAs should examine their personal efforts
to be more broadly informed. For example, which
periodicals do you normally read—the Journal of
Accountancy or the Harvard Business Review?
Who is your favorite author—Sidney Kess or
Peter Drucker? What was the topic at the last con
ference you attended—the Economic Recovery
Tax Act of 1981 or organizational dynamics?
Sometime during 1979, I read of the "great
books program" that Mr. Guy Odom, chairman and
chief executive officer of U.S. Home Corporation,
initiated for middle managers at that company.
Under this program, the managers meet two nights
a month to discuss the books on Mr. Odom’s rec
ommended reading list. There is a different dis
cussion leader each session and a senior executive
sits in to provide some insight into the practical
application of a book’s content to firm operations.
The 50 books on Mr. Odom’s recommended
reading list (which he was kind enough to share)
include such classics as Plato's Republic, Machia
velli’s The Prince and Daniel Levinson’s revealing
The Seasons of a Man’s Life, and extend to current
instructive volumes such as Michael Korda’s
Power, Peter Drucker’s Management and The
Effective Executive, and How to Build a Dynamic
Sales Organization by Robert N. McMurray and
James S. Arnold. The idea behind the program is
not only to broaden the managers' thinking but to
expose them to the various skills needed to become
effective business executives.
The program appears to work. In 1980, in an
economic environment that was catastrophic for
the housing industry in general, U.S. Home
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achieved record sales and profits. (They will be
lower in 1981.) I believe a similar program in CPA
firms could provide a much needed dimension to
develop CPA executives.
From discussions with practitioners around the
country, I have come to the conclusion that a uni
versal weakness in CPA firms is communication—
communication between partners, between part
ners and staff and between the firm and its clients.
In this regard, it is interesting that Mr. Odom’s
program begins with the study of Language in
Thought and Action by Senator S. I. Hayakawa,
a noted semanticist.
Over the years, I've noticed that few staff people
spend much of their own time or money on their
professional development. Nevertheless, when
ever I have mentioned the great books idea at
staff level training programs, the responses have
always been most positive. This suggests that it
is not lack of motivation or unwillingness to spend
a few of their own dollars that is the reason, rather,
it is that young staff people just don’t know what
to do or where to start. I believe the great books
program would be an acceptable vehicle. It would
also be appropriate for many partners.
Our profession has become highly competitive
in recent years, not only as a result of changes
within it but also from outside pressures. In the
future, changes in technology and in the laws and
the resultant new demands from clients will likely
increase the pressure to excel.
While accounting and tax expertise will always
be basic to the profession, there is little doubt that
the broader-based CPA executive will be more
successful in meeting the new challenges than the
traditional technician who concentrates on tax
and accounting subjects to the exclusion of busi
ness and management thinking. Mr. Odom’s great
books program offers an excellent blueprint that
could be easily and inexpensively adopted by
younger staff members who are serious about
their careers and who are willing to invest a mini
mum of their own time and money in their future.
-by Charles B. Larson, CPA
St. Joseph, Missouri

TRAINING AND CPE

IMPROVING THE ORAL COMMUNICATION SKILLS OF
STAFF ACCOUNTANTS
Accounting practitioners frequently complain that
recent entrants to the public accounting profession
are unable to communicate effectively. Many of the
newer staff accountants exhibit deficiencies in both
oral and written communications. However, practi
tioners often view the development of skill in oral
communication to be a more formidable task than
training staff members to write effectively. Mindful
of this problem, practitioners may find that staff
members benefit from

□ Attending formal continuing education pro
grams devoted to the development of oral com
munication skills. Such programs are offered
through the AICPA, many state CPA societies,
and the continuing education departments of
local universities. Aside from readings and lec
tures, such programs typically include live role
playing exercises for the purpose of refining the
participants’ ability to communicate orally.
□ Becoming actively involved with their state
CPA society and other professional or com
munity organizations. Beyond attendance at
meetings, active involvement should encom
pass opportunities to speak either in an infor
mal setting, such as in committee work, or
through formal speeches and presentations.
□ Periodic technical update workshops wherein
they are responsible for oral presentations con
cerning recent accounting, auditing and tax
developments. For example, the firm can
schedule a technical update workshop to meet
for approximately three or four hours every
other month. Two weeks prior to the workshop,
each staff member can be assigned responsibil
ity for a significant development affecting the
profession, such as a recent SAS or FASB pro
nouncement. Each workshop participant
should be responsible for preparing and deliv
ering a brief presentation concerning the im
portance and implications of his or her
assigned pronouncement. Although the ses
sions would be designed to offer staff members
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the opportunity to practice oral communica
tions, the workshop approach also serves as a
useful forum to keep the staff abreast of current
developments.
□ Being given reasonable opportunities to attend
engagement meetings and discussions with
client management. Initially, newer staff
members may be limited to observing the
accountant-client process of communication
and interaction at these meetings. Thereafter,
the staff member should be given encourage
ment to contribute to the discussions with cli
ent management, but rather than risk an
awkward situation, the firm should be certain
to inform the staff member in advance of such
client meetings.
□ Feedback—the most important aspect in the
development of oral communication skill.
While the feedback mechanism does not have
to be elaborate, constructive criticism should
be provided concerning suggestions for im
provement and the extent of progress. An infor
mal evaluation process is sufficient to identify
and help the staff accountant overcome com
munication deficiencies. Also, the communica
tion strengths of staff members should be
acknowledged in order to help increase their
self-confidence.

The development of effective oral communication
skills, as with any skill worth acquiring, requires
effort and patience. The ability to speak effectively
is a personal skill. Therefore, accounting practi
tioners must be prepared to accept progress that is
usually very gradual. Keep in mind that the time
and effort spent to upgrade the abilities of the staff
is a wise investment since a staff of skilled personnel
is essential if a public accounting practice is to be
successful.
—by Frank R. Urbancic, DBA, CPA
College of Business Administration
University of Southwestern Louisiana
Lafayette, Louisiana 70504
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THE ROYAL ROAD TO SELF-CONFIDENCE
"You can’t imagine the good things happening in
other areas of my life too." This was one of the
enthusiastic comments of a young woman at Rollins
College’s Crummer Graduate School of Business in
Winter Park, Florida, when describing the results of
her involvement in the Toastmasters program at the
school.
If you have ever interviewed young people who
were unable to express their thoughts clearly during
that process, you can imagine the difficulty many
people have in making public presentations.
Indeed, before her involvement in the communica
tion program, the young woman just mentioned
was petrified at the thought of speaking before more
than two or three people. As a matter of fact, even
many interviewers are inadequate in this regard.
I became interested in public speaking forty years
ago and, as a result, have spent a great deal of my
personal time since then in enhancing my skills.
When I realized what the experience did for my own
self-confidence, I became interested in helping
young people, especially those entering the account
ing profession, to further their public speaking and
oral communication skills.
A couple of years ago, Dr. Henry Anderson, chair
man of the accounting department at the University
of Central Florida, and I started a Toastmasters
Club at that university. Firm interviewers in the
area now comment on the difference between grad
uates who have been involved in the Toastmasters
process and those who have not. Young people who
want to do well will do what is needed to add to their
value and leadership qualities. Improving their oral
presentation and public-speaking skills certainly
helps in this regard.
In the fall of 1984, I was retained as an adjunct
instructor at Crummer to assist in the management
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simulation class, specifically in the areas of oral
presentation and communication. We found that
students participating in the class were much more
proficient in presenting their annual reports at the
end of the program than students had ever been
before. This success prompted two professors, Dr.
Martin Schatz and Dr. Frank Dasse, to suggest we
start a Toastmasters Club at the school, which we
did with the assistance of two members of our firm,
John Barry and Kimberly Stirling.
The young woman who was so excited about the
program’s effects is a good example of the benefits of
learning public-speaking skills. Dale Carnegie, one
of the genii of public speaking, said a long time ago
that public speaking is a royal road to self-con
fidence. I have found this to be true, both from my
own experience and through observing others.
Promoting and teaching public speaking skills to
young people does not always yield immediate
results. I strongly recommend, however, that practi
tioners who are interested in helping to develop lead
ers for our profession—a long-range project—help
start Toastmasters Clubs in local universities and col
leges. These efforts not only develop leaders, they also
help young people find dimensions in their lives that
they would not otherwise have found.
There is a correlation between personal success and
the ability to communicate. In fact, I know of no
leaders in any profession or calling who cannot speak
effectively before groups of people. It is tremendously
exciting for me to be engaged in an activity that offers
so much to young men and women just starting their
professional careers.
—by Arnold Howell, CPA
Orlando, Florida
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PERSONNEL EVALUATION
Without the right people, an accounting firm can
not produce a quality product. And to develop
these people, there must be an evaluation process
from the administrative level up to and including
the partners of the firm.
If people are to develop into future leaders of
a firm, they must understand what they are doing,
the reasons for it and what the rewards are for
doing it well. Evaluation is a counseling process
and one of the ways a firm can motivate its people
to perform to the utmost of their abilities.
It is therefore important that the people doing
the evaluating should understand the guidelines
to be used and, also, that the evaluation process
be conducted with complete honesty and frank
ness.
An evaluation should produce well-defined re
sults such as
□ Improving employees’ understanding of
their jobs and measuring how well they have
met the firm's standards.
□ Encouraging employees to assume greater
responsibilities.
□ Providing a basis for periodic salary adjust
ments.
□ Aiding management in assigning, training
and promoting personnel.
Evaluation is a training process for both parties
involved. The evaluator gains teaching experience
and learns how to deal with different situations
and personalities, while those being evaluated
profit by having mistakes brought to their atten
tion or being complimented on work well done.
The use of staff members to give training
courses on accounting topics (within their capa
bilities) will enable them to be evaluated by their
peers and/or superiors as well as by the evaluator.
Here are some evaluation methods:
□ Self-evaluation. This is the most effective
method and is used by many CPA firms. The
person being evaluated should prepare a
self-evaluation form to be reviewed and
commented on by the evaluator. The review
can be done in private and then discussed
with the person being evaluated.
□ Peer evaluation. Because it requires maturity
to make worthwhile evaluation of contem
poraries, peer evaluation is best used at the
partner level and is not recommended below
the level of manager.
□ Supervisor evaluation. Most evaluations of
staff personnel should be done by their im-
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mediate supervisors as soon as possible after
the completion of an engagement. This is
usually best because the supervisor will have
firsthand knowledge of the work performed
by the person being evaluated.
□ Upstream evaluation. Under this procedure,
the staff people rate their immediate super
visors. While the idea is to give staff a feeling
of participating in management and to check
on the performance of people at high levels,
it is a difficult method to use at lower staff
levels. In general, it requires anonymity if
the appraisals are to be honest because of
the staff person’s fear of the consequences of
any criticism.
The evaluation procedure may be informal
when there is no preparation for a discussion be
tween the staff person and the supervisor or part
ner on a particular problem. This type of evalua
tion does not need to be on a fixed time schedule
and can be used as a supplement to the formal
evaluation.
The formal evaluation can be structured in two
ways:
□ Self-evaluation by the person being evalu
ated, followed by a discussion between both
parties and a review and evaluation of the
comments by the evaluator.
□ By the evaluator giving his comments only.
But this must be done in conjunction with
some discussion to be beneficial.
No matter what method of evaluation is used,
it is important that some follow-up action ensues,
otherwise the value of it is lost.
Staff evaluation

Many firms have found the use of an evaluation
form to be very effective in evaluating staff. The
format can be as
□ A questionnaire with the evaluator rating
the staff person in specific categories, e.g.,
outstanding, good, etc. This requires sub
jective judgment on the part of the evaluator
and that comments be written down. This
format may evoke an antagonistic attitude
from the person being evaluated and will not
provide much incentive for improvement if
the problems are not gone into in depth.
□ Goal setting and appraisal by objectives.
This has proved effective in developing staff
to a high level of maturity and loyalty to the
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firm. Though it requires more work than a
questionnaire type of evaluation and an ex
tensive evaluation discussion, it is highly
recommended.
If the staff members are to live by the rules,
they must know the rules. Therefore, the evalua
tion procedure should be set down formally in a
personnel manual. A manual should be given to
new staff people on their first day in the office so
that the evaluation procedure can be discussed
at an orientation meeting. The manuals should be
updated as procedures change.
Guidelines should be set up on how programs
will be structured. Personnel should be evaluated
not only on their performances as auditors or
accountants but also in other areas. Staff members
should be taken to practice development meetings
and to lunch with clients to see how they partici
pate in discussions. This is good for morale as well
as good professional development training. (See
the article "Professional Development Programs”
in the July issue of the Practitioner.)
Unless he is their immediate supervisor, the
evaluator should discuss the individuals to be
evaluated with the partners and/or members of
the management team in order to get background
information. He should then formulate the points
he wants to make before the interview, schedule
at least a half hour to an hour for it and keep
notetaking to an absolute minimum.
Evaluations should be conducted at least twice
a year and, better yet, on a continual basis. The
subject is then fresh in everyone’s mind and pro
longed bad feelings are avoided if the criticism
is unjustified. Also, it is only good management
for partners and supervisors to be aware of prob
lems before they get out of hand.
It is recommended that the evaluation process
be broken up into two sessions to cover perform
ance and compensation. A discussion of salary
during the performance evaluation will very likely
negate the success of that session.
Salary evaluations should stress the rewards
to be given staff by way of salary increases. To
be meaningful, salary increases should be based
on merit, not longevity. Different performances
should be rewarded appropriately and the staff
should realize why.
If the evaluation program is to be a success,
there must be continual feedback to the people
being evaluated of their successes and progress.
Recognition of their passing the CPA examination
is important because this is a major milestone for
staff members and should not be treated lightly.
Conversely, the staff must be able to understand

constructive criticism and to agree with it.
Very often, the person put in charge of con
ducting evaluation interviews is the person who
has the most time available and may not neces
sarily be the best individual to deal with people.
A good evaluator must give an honest evaluation
and not try to be a nice guy in the meeting. The
evaluator must be able to judge people’s reactions
and make sure that they are really hearing what
he is saying and not what they think he is saying.
A person who is successful in the area of client
relations may not be the best person to conduct
evaluation interviews, either. Clients are dealt
with on a peer relationship rather than the su
perior-subordinate relationship needed in evalua
tion interviews and the proper empathy may be
lacking.
The selection of the right person for this job
can be one of the most important aspects of the
whole evaluation process and all members of a
firm's management team should concur in the
choice. Then, the evaluator should be continually
evaluated to make sure that the job is being done
properly.
Outside training programs (such as those spon
sored by state societies and the AICPA) should be
attended by the evaluators, where possible, so that
professional standards can be applied.

While staff members’ bad points should be
brought to their attention in no uncertain manner,
it should be done with sensitivity. Criticism should
be constructive so that people can see where they
have failed and what they must do to correct the
situation.
A person being evaluated should not leave the
interview with a defeatist attitude. The interview
must end on a positive note with an upgrading
and a commitment to better performance in the
future.
Evaluation should be an ongoing process and,
if it is to be effective, remedial action should be
taken within a short period of time. And, staff
people must be given, and be willing to accept,
responsibility and authority if they are to grow
in their jobs and be evaluated on their perform
ances.
Future partners begin their training on the day
they start as staff accountants. The sooner they
understand this the better they will be able to
perform.
—adapted from a speech,
“People Are Our Product,”
by Martin M. Prague, CPA, Orlando.
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STAFF EVALUATION—A PRACTITIONER’S REPORT
There are some practitioners who, if it came to a
choice between keeping either their staff or their
clients, would take their staff. The reason for this
is quite straightforward—a CPA firm’s most im
portant asset is its people, and if a firm is com
prised of good people, it will develop good clients.
James W. Grimsley, of Grimsley, White & Com
pany in La Junta, Colorado, would keep his people
too. But as he says, unless trained and motivated
properly, people can cause all sorts of problems
for a firm—including lawsuits.
One reason for the problems is changing atti
tudes. Partners think, "They just don’t make them
like they used to.” They may be right. Younger
people are probably not like them and don’t do
things the same way. Mr. Grimsley thinks that in
dividuals today march to a different drummer—
happily. But while he concedes that this poses a
challenge to management, he says there are a lot
of good tools available and much can be accom
plished. He also thinks that the present crop of
entry-level accountants are further ahead (have
their acts together better) than in his day.
A staff evaluation program is one of the tools
available. Grimsley, White & Company started
such a program when the firm had 7 people (now
there are 17). They think it should have been
started earlier. As a local firm, Grimsley, White
& Company has taken advantage of the methods
and experience of other practitioners (worth re
peating) learned through attending conferences
and seminars and by making use of the AICPA's
Management of an Accounting Practice Handbook.
They have also developed a few ideas of their own
and constantly update their program. Here are
some of their views on staff evaluation.
□ The purpose of the program is to establish a
common denominator between individuals’
and the firm’s goals. To do this you have to
(1) Establish two-way communication
through structured discussions. (Takes
overt action and strong commitment to
be effective.)
(2) Make sure that both the firm and each
individual know the other’s goals and tar
gets and where both sides fit into the
picture right from the beginning.
(3) Set common objectives to get going in the
same direction.
□ The person chosen as evaluator need not
necessarily be the managing partner or di
rect supervisor but should be someone who
relates well, who can be Candid and objec
tive, who understands the firm and clearly
has its support and speaks for it. To do the

173

September 1979

job well, the evaluator must
(1) Have good specific input on the person
being evaluated including criticism,
praise and job performance data.
(2) Make sure that specific actions are re
corded in the employee’s file as they occur
so that input is accumulated.
(3) Take the time to prepare for the evalua
tion interview and make sure that it is
uninterrupted.
(4) Be certain that the firm follows up on
commitments made during the session.
□ The evaluation process should be explained
to everyone involved, how it works, what the
firm is trying to do, and what’s in it for the
individual.
□ Schedule time for the interviews and make
sure the appointments are kept. (At Grim
sley, White & Company, the annual interview
takes from two to four hours and interim
meetings, held every four months, take from
30 minutes to 1½ hours.)

□ Set goals and targets. Five-year targets can
be helpful for firm planning.
Unique ideas

At Grimsley, White & Company, the staff person
sets his own goals, and the firm offers input and
reconciliation points. Among the matters consid
ered are business development, personal and pro
fessional attainments and the desired qualities in
the individual's life-style.
When staff people have been with the firm for
three years, they choose technical areas in which
they wish to specialize. At this time they set their
own billing rates and salaries. The idea behind
this is that the staff member is a potential partner
and should begin to understand the economics
and some of the problems of the firm. Setting one’s
own billing rate, in which salary is a factor, and
monitoring collectibility, write-downs and client
acceptance are definite moves toward understand
ing the firm.
Regarding their ideas, Mr. Grimsley says that
their evaluation program has resulted in a better
understanding between staff members and the
firm and greater insight into the individual's
plans. He believes the staff is better motivated;
they lose fewer people whom they would like to
keep and have a better mutual feeling for the turn
over they cause.
A good personnel evaluation program takes time
and money but Mr. Grimsley thinks the talent
available is worth it.
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QUESTIONS FOR THE SPEAKER
(STAFF RECRUITING AND COMPENSATION)
Recruiting the type of staff needed and finding a
suitable method for compensating and rewarding
good employees are major areas of concern to many
local firms. At various conferences dealing with
these issues, practitioners have asked questions
such as (1) Would you consider a percentage of
chargeable time as a method of staff compensation
and, if so, what percentage? (2) How can a twopartner, ten-staff firm recruit good people? and (3)
How can staff members share in the firm growth for
which they are responsible? Let’s see how three dif
ferent firms respond to some of the questions.

Regarding the first question, I have read many
books and articles dealing with this subject but I
have difficulty with the concept. Compensation
based on a percentage of chargeable time dis
courages people from being entrepreneurialminded within the firm and inhibits them from
coming up with ideas which, in the long run,
increase the firm's productivity.
Employees should be given chargeable-hour
goals, but you don’t want them to sacrifice their own
goals for the sake of teamwork. A member of the
staff must feel free to go to someone more experi
enced with a question, even if that person's time
cannot be charged to a client. People must have an
incentive to become team members.
Focusing on the second question, recruitment
requires commitment and planning whether yours
is a national firm or you are recruiting your first
staff member. You must determine what advantages
your firm can offer employees. In a smaller firm this
might be the opportunity for faster and nonstruc
tured growth, as well as direct client contact. The
last-named item is particularly important to many
potential employees. When planning your recruit
ing efforts, first identify your client base, and then
determine and try to obtain the types and levels of
skills needed to match that base.
—by Abram J. Serotta, CPA, Serotta, Maddocks &
Devanny, 1261 Greene Street, Augusta, Georgia 30901
Concerning the recruitment question, usually, a
two-partner, ten-staff firm will be able to recruit
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Turning to the last question, the staff can share in
firm growth by recognizing a clear path to part
nership. It will be possible to achieve partnership in
a shorter period of time in a growing firm, provided
the staff member is willing to dedicate himself or
herself towards achieving a high level of proficiency,
and is willing to devote the hours necessary to gain
ing the required experience.

—by Richard A. Berenson, CPA, Berenson, Berenson,
Adler & Co., New York, New York 10017

The question of staff compensation is a complex one.
While chargeable time should be an important fac
tor in evaluating overall performance, it should not
be the sole determinant of staff compensation. All
compensation should be a reflection of complete
performance, however, including nonchargeable
duties and abilities. Quality of work is as important
as quantity, and employees should not have charge
able time as their only or primary objective. Clients
expect service value and this requires a CPA firm to
have a staff of well-rounded, well-trained, and hard
working individuals.
Among the criteria that should be considered in
determining staff compensation are contributions
to the firm in the form of ideas, procedures, and
other enhancements to efficiency. Development and
training of other staff, supervisory skills, and educa
tional strengthening are other factors. Attitude and
relationship abilities, involvement in outside
activities, and communication and organizational
skills and abilities should also be considered. There
are many requirements. Chargeable time is only one
component.
In answer to the question of recruitment, a small
firm has advantages that can be used to attract the
type of staff it wants, just as larger, diversified firms
do. The firm must sell itself. Whatever attributes it
has that keep it successful and flourishing should be
publicized and presented to potential employees.
The key to successful recruiting is to have some of
the professionals who understand the firm’s struc
ture and workings, and who believe in its policies
and procedures, market the career and education
that it can offer.

more successfully against larger firms when the

The last question is important because in today’s

main part of the recruiting season is over. The firm
should wait until February, then go to local schools.
At that time, they will have the opportunity to inter
view those students who were unable to make up
their minds during the regular recruiting season. In
addition, larger firms tend to overlook some of the
local schools.

environment, employees need to experience a sense
of belonging and importance in the overall opera
tion of an organization. As a firm continues to grow
and prosper, it is essential to recognize the efforts of
those who contribute to its success. Recognition can
be shown through various actions such as
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□ Providing new opportunities for challenging
and rewarding work. This means ensuring job
satisfaction, growth, and development of
knowledge so that people can advance in the
organization.
□ Providing fair, market-level compensation, and
by establishing other policies, including bonus
and incentive programs. Other actions might
be to institute training and development pro
grams over and beyond CPE requirements, and
to sponsor events in a valued employees name.
□ Firm flexibility in adapting to society’s
demands on employees. This might mean

providing part-time employment, using para
professionals, and establishing personal time
banks.
In short, a growing, prosperous firm will take
whatever steps are needed to show employees that it
is an organization which is willing to share its suc
cess with valued contributors.

—by Laura Durant, Israeloff, Trattner & Co., 11 Sun
rise Plaza, Valley Stream, New York 11581
Editor’s note: Ms. Durant is director of human
resources at Israeloff, Trattner & Co.

A BONUS FORMULA FOR PROFESSIONAL STAFF
Our compensation rates for professional staff have
long been among the highest for local firms in the
state of Kentucky. We are proud of this. A short while
back, however, a two-year spell of declining charge
able hours and realization threatened this position.
We explained to the staff that there are three basic
economic realities for successful CPA firms, and that
these are efficiency, chargeable hours and realiza
tion. To pay top rates, chargeable hours and realiza
tion must equal certain minimums, and to reverse
these declining trends, we told staff that anything in
excess of these minimums would be made mutually
advantageous to both the individual professional
and to the firm.
To accomplish our objectives, we asked each pro
fessional to commit himself to a chargeable-hours
budget. For staff through the senior level, the goal
was 1,750 hours and for supervisors and managers,
approximately 1,650 hours. (See part I of the ex
hibit.) In addition, we asked each individual to set a
goal for realization. Because realization had been
low for the previous two years, we suggested every
one set a reasonable but higher goal which would
then be reviewed and approved by the board of
directors.
In determining realization percentages, a mix of
high and low realization jobs enters into the actual
year-end computations. We explained that a staff
member would not be penalized if, for example, a
new client was taken on and it was agreed that a
budget of 70 percent realization was acceptable to
the firm. In this case, 70 percent would equal the
targeted or budgeted rate, and realization above or
below that amount would affect the individual’s
bonus.
Once the chargeable hours and realization goals
have been established, the second part of the pro
gram, to determine individual bonuses, is ready for
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implementation. (See part II of the exhibit.) Our
time-recording system provides data on individual
realization. People who can complete engagements
on time are most valuable to our firm; and we find
that having realization as well as chargeable-hours
data available better enables us to reward them. Not
only that, the data generated are an integral part of
our client-service monitoring system and billing

Exhibit

Bonus Formula for Professional Staff
Part I

Work year:
16 Weeks @ 48 hours
36 weeks @ 40 hours

Work efficiency (reasonable standard)
Chargeable hours

Reasonableness test of 1,811 hours
Work year
Hours not chargeable:
Vacation
CPE
Holiday
Sick
Hours remaining for chargeable
hours (2,208 - 204)
Additional nonchargeable—one hour per
day for 48 weeks
Chargeable hours—reasonable target*

Hours

768
1,440
2,208
x 82%
1,811

2,208

80
60
56
8
204
2,004
240

1,764

$
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Part II

Each professional will have a production base and a
bonus determined in the following manner:
Budget
X

Chargeable
hours

$

X

% =

Realization

Hourly
rate

$
Production

Actual
X

Chargeable
hours

$

Hourly
rate

Excess

X

% =

Realization

$
Production
$

procedure and an important aid in the efficient run
ning of our firm. (See "A Client-Service Monitoring
System" in the October 1984 Practicing CPA.)
Several local firms are using variations of the
formula as the basis for their own bonus programs
and making modifications according to the type and
amount of data provided by their time-recording
systems. As for ourselves, we are very pleased with
the results of this bonus program to date. Charge
able hours have increased about 12 percent and real
ization is up approximately 8 percent. We think we
are well on the way to meeting all three basic eco
nomic realities for successful CPA firms. [7]
—by J. Donald Riney, CPA
Owensboro, Kentucky

Bonus (50% x excess)
*For staff through senior level, firm will generally ex
pect 1,750 chargeable hours.

ALTERNATIVE COMPENSATION FOR OVERTIME
Compensating staff for overtime always raises the
question of when to do it, how to do it and even if it is
really necessary. Our firm does not pay overtime to
exempt professional staff because we do not believe
it encourages efficiency and creativity. This view
evolved as we observed how people often lacked
motivation to produce until pressured into an
overtime situation, and how trainees became dis
couraged when penalized for slowness and ineffi
ciency because budgets were overrun. We noticed,
too, how when staff members wanted to be imag
inative, overtime restricted them because the firm
had to evaluate the cost/benefit of such creativity.
For years, in periodic reviews, employees have
tried to convince us to re-evaluate our policy of not
paying overtime. During the partners meeting in
November 1983, these suggestions were examined
again. As a result, we began working on an incentive
program and completed it at the partners retreat
earlier this year.
An incentive plan must be fair to both the staff
and the firm. Staff should be compensated for extra
hours that result in bottom-line increase in profits
or in long-range positive effects such as high-quality
service or new products. Rewarding those employ
ees who assist others, who help the firm in times of
crises or who enable work to be completed on time is
our optimum goal.
In devising a plan, several concepts and postu
lates were important. We assume that each staff
member will have 1,750 hours of productive time
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annually, although each will exceed 2,080 hours in
total time. Also, the quality of work performed is
considered to be as important as the time spent.
Similarly, doing another employees work when ill
ness occurs and taking time to help a new staff
member should be encouraged and rewarded.
We believe any incentive plan should cover em
ployees during the period of greatest time de
mands—in our case we work on a May 1 to April 30
year. We think our incentive program fosters team
work, rewards motivation and encourages new em
ployees to learn through personal initiative but not
at the expense of the firm. The following is a simple
outline of our program.
-by Abram J. Serotta, CPA
Augusta, Georgia

EVALUATING AND COMPENSATING

Amount
The firm will commit the greater of $_______
or 20 percent of the increase of profits over the
previous May 1-April 30 year to a pool to be
split on a point basis.
Points
□ Every 25 hours of overtime counts as 1
point; no fractional points given.
□ Performance points will be added up to a
maximum of 5 in ½ point increments and
non-performance points will be sub
tracted in ½ point increments to a max
imum of 2.

Eligibility
Every fulltime exempt employee except:
□ First three months of employment—no
one can get performance points.
□ Next nine months—25 hours = ½ point (1
point for anyone who has two full years in
public accounting).
□ You must be an employee as of April 30.

Examples of performance (each worth ½ point)
□ Training other employees.
□ Taking over for sick employees.
□ Developing new specialty for firm or mak
ing a significant contribution to firm
growth.
□ High profitability on account.
□ Efficiency.
□ High quality of work and adherence to
deadlines in completing a job.
□ Cheerfully helping the firm when we are
in a bind.
□ Active participation in professional and
civic organizations.

Examples of non-performance (each worth
- V2 point):
□ Violations of office policy (late to work
and staff meetings, etc.).
□ Inefficiency.
□ Excess supervision needed.
□ Error prone.
□ Too many personal interruptions.
□ Avoidable overtime.
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THE STAIRWAY TO THE STARS
It has always surprised me that of the various con
ferences on practice management topics, those on
personnel management were not better attended. It
seems that our firm has received more direct benefit
from personnel management topics than any other
area. This was so even when our firm had only two or
three staff.
Following is a discussion of our integrated, coor
dinated approach to the area of personnel manage
ment: recruiting (bringing them in), growth (to
maximize each persons abilities), evaluating, train
ing, motivating, promotion, retirement, or termina
tion. The content of this program is a direct result of
what has been learned from MAP conferences.
The foundation of our personnel program is the
career path. (See exhibit 1.) This is discussed with
new staff members the day they join the firm, as well
as its being used as a recruiting tool. Our entire
system is coordinated with this outline which helps
to constantly remind people of where they are at any
one time on their path to success.
People are told, in advance, what criteria they will
be measured against and what is expected of them
for satisfactory progress. This helps to eliminate the
surprise element of evaluation and measurement. It
also helps individuals to focus on the important
rather than the irrelevant. Also, by having the entire
career path presented in one place, they can look
down the road to see what additional criteria they
will be measured against in the future.
We see three major hurdles that a person must
pass to have a successful career in our firm: tech
nical skills, people skills, and management skills.
Exhibit 2 on page 5 demonstrates how these skill
requirements are integrated into the career path
and the different staff levels involved. This is the
stairway to success.
Technical skills are the major criteria for evalua
tion at our first two levels of staff (staff accountants
and senior accountants). An advanced senior
accountant will be working on his/her people skills
because this will be the criteria for measurement at
the supervisory level. Likewise, supervisors looking
forward to being promoted to manager will be
working on management skills. A person is not eligi
ble for promotions until the skills at the next level
are demonstrated and evidence is at hand that the
individual will have the ability to maintain those
skills at an acceptable level.
Also note how Whipple & Company integrates
practice development skills into the career path.
Each level other than staff accountants has practice
development criteria against which staff will be
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measured. This helps to reinforce the importance
that our firm places on these skills.
At all levels, the individual is measured against
three intangibles: commitment, integrity, and
image. All three of these characteristics are very
important for success in our firm, and each evalua
tion addresses these intangibles.
Exhibit 3 shows the contents of our assignment
performance evaluation form, which is filled out for
any engagement on which an individual spends
forty hours. Since most of our engagements don’t
entail forty hours per staff person, we also have a
requirement that there must be at least one of these
prepared every three months for each staff person.
The person in our firm with firmwide personnel
responsibility monitors this requirement for com
pliance. He will assign the periodic evaluation to an
individual who has worked closely on recent
engagements with the person to be evaluated. On
the larger jobs where the forty-hour requirement is
met, the evaluation form must be completed by the
engagement manager before the financial state
ments or tax returns can be released by the firm.
This also helps compliance.
We use this same form for all staff levels, although
different criteria are more important than others at
different levels, as previously discussed. For exam
ple, it would be unlikely to have any checks or com
ments regarding management skills for a staff
accountant evaluation. On our form, the evaluator is
only asked whether an item needs improvement or
exceeds requirement. Therefore, only performance
outside normal is emphasized.
In addition to the performance evaluation by job,
we also use the counseling system utilizing goals
and responsibilities as outlined in Chapter 307,
"Staff Evaluation,” of the AICPA MAP Handbook. As
in all other personnel procedures, these criteria
(responsibilities and goals) are determined and
communicated at the beginning of the year. There
fore, evaluation is always based upon known crite
ria. Always let them know first! Don’t measure
against unknown criteria. Exhibit 4 has examples of
the responsibilities assigned by the firm to each
level of staff. Modification and additions would be
made to accommodate individual needs.
At our firm, we are constantly looking for evi
dence that an individual is promotable to the next
level. By the same token, as soon as we find out that
someone does not fit into our long-range plans, we
believe it is time to begin the termination process.
We regard it as a failure in personnel management if
termination comes as a surprise.
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Exhibit 1
Supervisor (two years)

Career Path

People skills:

Staff accountant (two years)
Technical skills:

Assist on assigned tasks with close supervision
Follow instructions
Complete work assignments on a timely basis
Review own work for obvious errors
Recognize when assistance is needed
Ask for help promptly
Practice development skills:

Supervise, direct and review work of others
Communicate with superiors, subordinates,
clients
Train and develop subordinates
Practice development skills:

Solve client problems
Manager (minimum three years)

None

Management skills (accomplish an objective
through others):

Senior accountant (two years)
Technical skills:

Workpaper preparation/review
Knowledge of accounting theory/practice
Knowledge of auditing theory/procedures
Knowledge of federal and state taxes
Knowledge of accounting systems
Ability to apply knowledge to client problems

Planning the assignment
Organizing the resources
Motivating subordinates
Controlling the assignment
Practice development skills:

Ability to acquire, develop, and retain clients
Personal traits:

Commitment
Integrity
Image

Practice development skills:

Recognize client problems

Exhibit 2

The Stairway to Success

Success!

People
skills

Technical
skills
Entry

Management
skills
Officer/
partner
Manager
Supervisor

Senior accountant
Staff accountant

STAFF MANAGEMENT
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Exhibit 3
Assignment Performance Evaluation
Technical skills
Knowledge of client's accounting system

Working paper preparation/review techniques
Knowledge of accounting theory/practice
Knowledge of auditing theory/practice

Knowledge of federal, state, and local tax laws
Ability to apply knowledge to client problems
Understands assignment and follows instructions
Accuracy of work, including neatness and clarity
Ability to work independently and adhere to time budget
Creativity and initiative in recognizing technical problems
and solutions to them
Ability to analyze complex matters
Comments:___________________________________

People skills
Ability to train and develop assistants
Communication with superiors and subordinates
Ability to supervise and direct work of others
Relations with others
Comments:___________________________________
Management skills
Developing and communicating objectives
Planning and organizing work
Meeting scheduled deadlines and time estimates
Following through to see that objectives are met

Delegating—uses people at the proper level
Making decisions
Motivating others
Comments:___________________________________
Practice development skills
Initiative in recognizing client problems within the total

business environment
Creativity in finding solutions to client problems within

the total business environment
Ability to inspire clients’ confidence
Developing the client into a better client
Selling our firm to the client
Comments:___________________________________

Exhibit 5 is the form we use to outline the training
an individual is to receive for the following year. The
first part is to detail the formal training and the
second part is the specific on-the-job training for the
new year. This schedule is prepared by the person
who has firmwide responsibility for training and is
reviewed with the individual prior to the beginning
of each training year. The more experienced staff
will have major input as to the specifics. Newer staff
will have very little.
The person in charge of training has the responsi
bility to see that each individual receives the

Personal traits
Commitment
To public accounting
To the firm
Loyalty
Support of philosophy and policies

Supports one-firm concept
Places firm ahead of personal interests
Comments:___________________________________
Integrity
Trustworthy and conscientious

Meets commitments
Reliable
Punctual
Timely response to requests
Comments:___________________________________

Image
Appearance
Neatness
Life-style

Maturity
Sets good example
Comments:___________________________________
How do you evaluate this person’s overall performance in

relation to expectations?

Is the staff member capable of more advanced assignments

at this time?
Comments:___________________________________

Counseling:
(Review evaluation with staff member)
On-the-job training requires that a staff member’s perfor
mance on each assignment be discussed as the work pro
gresses and in summary at the end of the assignment. A
meeting must be scheduled with the staff member for the
purpose of discussing good work or poor performance,
pointing out weaknesses and suggesting means of correct
ing them.

Staff member’s reaction:_________________________

agreed-upon training. This takes close coordination
with the scheduler and the engagement managers.
Inflation was playing havoc with compensation in
our firm a few years ago, so we set up a compensa
tion grid (exhibit 6). The only products a CPA firm
has to sell are knowledge and time. We have to be
willing to pay competitive salaries to attract and
keep bright people in the firm. This grid tells them
where they stand. We believe in merit increases,
paying for performance, not potential.
This grid gives us a guideline to keep a reasonable
distance between levels. The entire grid is a percent-
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Exhibit 5

Exhibit 4

Whipple & Company
Training Schedule

Responsibilities
Staff accountant
Obtain the technical experience and proficiency as
outlined in your training objectives
Obtain annual productive time budget as follows:
Chargeable
Firm hours
Develop good habits of personal time management
Develop personal habits and traits which uphold
the image of our profession and make other mem
bers of the firm proud to be associated with you
Perform client services in a manner that will assure
timely completion and delivery to the client
Develop the ability to recognize areas for improve
ment in your own performance
Develop skills to recognize client problems

Senior
Obtain the technical experience and proficiency as
outlined in your training objectives
Obtain annual productive time budget as follows:
Chargeable
Firm hours
Practice good habits of personal time management
Practice personal habits and traits which uphold
the image of our profession and make other mem
bers of the firm proud to be associated with you
Perform client services in a manner that will assure
timely completion and delivery to the client
Recognize client problems
Develop the ability to solve client problems
Develop your people skills (supervision and com
munication)

The following schedule represents the outside
training schedule for (first-year person) during
the training year ending June 30,____ In addi
tion to this training, Whipple & Company will
sponsor in-house training courses which you are
expected to attend.

Course
Description
Professional
Training,
Level I

Sponsor
AICPA

Dates
9/2810/2/87

Credit
Hours
40

Job assignments
1. Perform the following audit procedures with lit
tle supervision:
A. Compliance tests
B. Expense analysis
C. Cash procedures
D. Prepaid asset procedures
E. Property analysis
F. Investment accounts
G. Detail inventory testing

2. Prepare the following tax returns:
A.Corporate
B. Personal returns from given information
3. Prepare the following on the microcomputer:
A Loan amortization schedules
B. Depreciation lapse schedules
C. Working trial balance

Supervisor
Obtain annual productive time budgets as follows:
Chargeable
Firm hours
Perform client services in a manner that will assure
timely completion and delivery to the client
Find solutions to client problems
Practice good supervision and communication
skills
Develop good management skills (planning,
organizing, motivating, and controlling)
Develop your ability to acquire and develop clients

Manager

Obtain annual productive time budgets as follows:
Chargeable
Firm hours
Perform client services in a manner that will assure
timely completion and delivery to the client
Practice good management skills
Acquire and develop clients

age multiple of the beginning staff persons total
compensation for the first year. Deviations from the
grid are made to accommodate individual circum
stances, but basically, it is adhered to.
The officer/partner level is useful as a measure
ment of basic compensation to this group. Addi
tional firm income can be used for discretionary
bonuses, profit sharing, retained earnings, etc.
We prefer to recruit on campus because we want
people who will fit our firm image and philosophy,
rather than people who have already been trained in
the ways of other firms. Sometimes, to fill a gap in a
special situation, we will hire someone with experi
ence. However, we believe it is important not to let
short-term needs interfere with long-term objec
tives.
If you have great people, you can have a great firm.
You must, however, provide staff members with
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Exhibit 6
The Compensation Grid
Salary

Billing
Rate

$ 21,500
23,005

35
37

Senior accountant
1 12%
2
7%

25,766
27,369

41
44

Supervisor
1 12%
2
7%
3
7%

30,877
33,039
35,352

50
53
57

Manager
1 25%
2 10%
3 10%
4 10%
5 10%

44,190
48,609
53,469
58,816
64,698

71
78
86
94
104

Officer
1 25%
2 15%
3 15%
4 15%

80,872
93,003
106,954
122,997

110
115
120
125

Staff accountant
1
2
7%

MANAGING STAFF
"Most businesses don't suffer because they can’t
solve their problems, they suffer because they can’t
see their problems." These words were among the
introductory comments of Sheldon J. Epstein, a
practitioner from Shaker Heights, Ohio, in a presen
tation at an AICPA management of an accounting
practice conference last year. Mr. Epstein spoke on
developing a management style that stimulates staff
to advancement—in effect, transforming account
ing graduates into partners. He believes that while
many practitioners think they are different from
other businesses, in reality, they aren't. "We are in
the people business," he says, "our problems are
people problems."
According to Mr. Epstein, effective staff manage
ment requires leadership and direction. "There
must be a chief cheerleader who has a positive atti
tude,” he says. Obviously, a leader must be selfmotivated if he or she is to motivate others and must
be someone to whom staff can relate. And often,
there is not much age difference between this person
and the staff.
Mr. Epstein believes that the key for firm growth is
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meaningful and challenging work. They must be
given the opportunity to fail, and there must be
genuine interest on the part of the firm in the indi
vidual’s growth and development. Most important
is communication. People will accomplish what you
want them to accomplish if you tell them up front
what you expect.
Whipple & Company believes in the one-firm con
cept. We hold regular meetings with staff, empha
size teamwork, and assign firmwide respon
sibilities. Our staff becomes involved in manage
ment functions at various levels. One important
thing I learned at MAP conferences is that openness
pays. We have an open-door policy, share all firm
financial information except salaries (even these are
not really secret), and encourage input.
We find that our policy of providing staff mem
bers with coordinated, defined career paths not only
shows them the stairway to the stars, but also pro
vides the firm with a stairway for its stars.
—by Robert K. Whipple, CPA
Indianapolis, Indiana

October 1983

to provide advancement opportunities for staff, and
that when it comes to retaining staff, providing peo
ple with a challenge is much more effective than
salary increases. This type of staff management re
quires the establishment of formal policies and tar
get setting.
At Mr. Epstein's firm, staff members know what is
expected of them in the way of chargeable time
requirements and every Friday they become in
volved in planning for the following week. This
provides them with a written budget of how many
hours they have to date and what is required in the
future. Sometimes, staff accountants are not happy
doing certain work and Mr. Epstein says that if this
is the case they are reminded that an assignment is
only a job, not a career. The firm also overstaffs in
the belief that motivated professionals will look for
constructive things to do and that this will benefit
both the firm and the individual.
Staff must be made to feel at home and should be
told everything about a firm—its philosophy and
markets and whether it is formal or informal, etc.
Continuous communication is a must. Mr. Epstein’s
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firm also develops a career path for each individual
staff person. Problems can thus be spotted early. The
firm prefers to hire raw recruits rather than people
with experience gained elsewhere and also gives
internships to college seniors so that they gain work
experience. "After nine months of working with the
firm there are no surprises when interns finally join
us," says Mr. Epstein.
The partners located the office in the suburbs
because they could not get the space they wanted
downtown. The firm believes that nicely decorated,
up-to-date, uncrowded facilities are essential if staff
is to develop as desired. Staff accountants are en
couraged to become involved in community and
professional activities and taught to communicate
with clients from the day they join the firm.
Dealing with clients, particularly, is emphasized.
Staff are invited to client seminars and the firm
makes full use of client newsletters and brochures,
and also publishes a list showing new business ob
tained and who originated it.
To get the people it wants, the firm recruits on
campus. Mr. Epstein finds that wining and dining
professors helps in making the firm known, and
suggests making use of employee and former em
ployee referrals. Because CPAs are all taught the
same things in school (tend to fit the same mold so to
speak), the firm looks for people who show definite
supervisory and leadership qualities. Another stip
ulation is that recruits are growth oriented. Mr. Eps
tein says that the firm doesn’t want people who will
be happy doing the same job for 25 years. He looks
for people who show common sense, don’t get
flustered and who know how to deal with the world.
Mr. Epstein says the ideal person to recruit is a
self-starter—someone who will start a new job at
4 p.m. and who doesn’t mind being given an urgent
assignment when he is already working on some
thing else.
Other desirable characteristics are obvious sin
cerity—clients see your firm through your people—
and a desire to set goals and achieve. The person
must like responsibility, be sociable and ambitious.
Staff accountants must never come to the con
clusion that the firm thinks client work is more
important than their continuing professional edu
cation. All training program schedules must be ad
hered to. Mr. Epstein thinks in-house training
programs are the best because at his firm, staff peo
ple have to contribute to the programs. He says that
firms can use AICPA and state society programs,

outside and non-CPA professionals, and get ideas
from other firms. The individual must be a self
starter in CPE, too, and want to maintain his profes
sional status. Mr. Epstein also believes in letting
people choose their own courses and finds that they
volunteer for courses relating to the firm’s
specialties.
To get and keep the people it wants, a firm must
pay the going rate in its particular market area. But
as a motivator, increasing a persons salary usually
only has a short-term effect. To obtain longer-lasting
results, Mr. Epsteins firm believes in fringe benefits,
bonuses and other payments to reward perform
ance.
Mr. Epstein says that it is essential to let profes
sionals act like professionals and have pride in
themselves. To do this, his firm utilizes paraprofes
sionals to free professional staff time and also re
duced partner chargeable time so that the staff
could see that becoming a partner is a goal worth
achieving.
The firm utilizes both upward and downward
evaluations—relying on the upward ones to see if
managers are motivated. Even the evaluations
(which are written in longhand) are evaluated to see
if the evaluator takes the time to fill in spaces or just
marks the appropriate boxes. What the firm is look
ing for are signs of initiative and leadership ability.
Rapport with personnel is essential in a local
firm. As Mr. Epstein says, "You can’t keep your new
business if you can’t keep your people.” He also
thinks that it helps if the staff wants to emulate the
partners to a certain extent, and suggests that part
ners should put themselves in the staff’s place and
try to reflect mutual respect and goals. The firm
should offer the staff technical exposure, industry
expertise, and personal and professional oppor
tunities. If it doesn’t, staff will seek experience and
opportunities elsewhere.
Motivating staff is very important. Mr. Epstein
suggests giving people business cards their first day
in the office and telling them to sell themselves. He
says, "Provide a work environment suitable for pro
fessionals and reward success." As well as rewarding
success, Mr. Epstein says that a firm must be pre
pared for planned turnover—to let nonperformers
go in order to make room for performers. He says
that to turn accounting graduates into partners,
management must recognize the problems, meet
the challenges, accentuate the positive and know
where it is going. Only by cultivating its staff today
can a firm meet the goals it has set for itself.
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WHAT MAKES A GOOD MANAGER
An effective manager is a person who can deal with
both people and things (i.e., numbers). While few
people excel in both areas, a basic competence in
the weaker sphere is necessary for truly effective
performance in most management roles above the
entry level.
At the extremes, there are two kinds of basic
management orientations. First are the peopleoriented “oral impulsive” people, who typically
have the ability to effectively direct others, devel
op new business and handle client relationships,
but who must discipline themselves to tolerate
detail, temper hasty decisions and delegate work.
Second are the thing-oriented “careful compul
sive” people who usually excel in technical, ad
ministrative and detail work, but who must work
to improve their ability to be more flexible and
spontaneous in their approach to others, free
themselves from perfectionist involvement with
details and generally improve their interpersonal
leadership skills.
Most accounting firms have little difficulty in
evaluating and selecting technically qualified ac
countants and auditors. Where many of them tend
to fail is in the ability to select individuals who
also have sufficient empathy and other interper
sonal skills to effectively handle the leadership,
client contact and business development responsi
bilities required by higher level positions within
the firm. This failure is particularly evident in
smaller firms where the founders are excellent
technicians but are not as strong in people-han
dling activities. Very often, they hire in their own
images, thereby creating an imbalance toward the
technical area and away from the interpersonal
one. Even in cases where they have both technical
and interpersonal skills, the founders tend not to
look for similarly qualified people. What then are
some of the basic characteristics of a good man
ager?
A manager must not only have the abilities to
deal with people and things but must also be able
to organize these abilities into an efficient pattern
of work. It is not only what people can do but
what they will do that matters. Thus, the manager
also needs a high degree of personal self-discipline
and organization to channel these abilities into
practical action.
Self-organization appears to be a two-way con

tinuum, with the majority of people being too far
toward one or the other extreme: either under
organized—unsteady, sporadic, up and down, too
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little disciplined; or overorganized—so bound up
by the need for steadiness, security and regularity
that there is little resultant freedom to use the
abilities they may have.
Underorganized people seem for the most part
to be oriented toward others. Their personalities
might be characterized as “oral impulsive”—oral
because they tend to like expressing themselves
and impulsive because they tend to be impatient
with things, chores, set tasks and routine duties.
Managers who are overorganized seem for the
most part to be oriented toward physical objects,
materials, machines, data and sometimes numbers
as well. Such people are often overcautious and
their personalities might be characterized as
“careful compulsive.” Some of the overorganized,
lacking strong assurance and assertion, back away
from people, finding solace in the security of
things; others come forward and try to impose
total predictability and precise control, attempt
ing to deal with people as objects and things. Let’s
examine some of the major functions of a mana
ger, noting how these fundamentals are handled
by underorganized and overorganized people.

Tolerance of details
The ability to organize and discipline oneself to
deal effectively with details is without doubt one
of the prime requisites of a good manager. Yet
people-oriented individuals look at and react to
details in a radically different way from people
oriented toward things—and neither is the most
appropriate.
If the impulsive detail-disliking or detail-avoid
ing people are able to develop into higher, more
effective management positions, the question is
not whether they will come to like details but sim
ply whether they can learn to force themselves to
handle details and perhaps ultimately tolerate
them. Often this is not easy. In a sense, the more
driving and forceful a person is, the more difficulty
there will be.
The problem of thing-oriented people tends to
be not how to get into called-for detail work but
how to get free of details in which they willingly
immerse themselves so that they do not lose sight
of the total picture.
What is needed is a broad and balanced person,
equally organized and effective with both people

and things, who can see the whole picture in per
spective while dealing with necessary detailed
tasks. Such relatively rare people appear to grow

188

THE PRACTICING CPA ON PARTNERS AND PERSONNEL

upward from the two main directional sources at
the base of the management pyramid. They are
either people-oriented people who have slowly and
sometimes painfully learned to tolerate details, or
thing-oriented people who have pried themselves
loose from enmeshing details and learned to deal
with persons and the wider picture.
Other than the intelligence, empathy and under
standing which determine the quality of mana
gerial thinking, the main operational question is
how well a manager organizes and disciplines the
process of decision making.
People-oriented people tend to make decisions
too quickly. These oral-impulsive people often can
get away with rapid decisions if they have enough
empathy to help them sense what indeed is hap
pening "out there.” Yet they do fall into trouble
frequently, making impulsive errors, driving
ahead without waiting for the reactions of others.
Thus they may miss the full implications of their
decisions. These people need to exercise more dis
cretion and should learn to postpone a decision
until all factors are considered.
At the other extreme is the thing-oriented person
who carefully and compulsively wants each deci
sion to be perfect. This is of course a delusion,
since to make a decision means to risk making a
mistake. The very cautious, superresponsible man
ager who tries to make only perfect decisions, of
ten decides safely to make no decision at all. This
can lead to as many mistakes of omission as the
impulsive mistakes of commission by those who
are people-oriented.
Again what is needed is a manager who can bal
ance a sense of responsibility with enough impul
siveness to make measured and appropriate de
cisions independently. People-oriented people
must make the self-disciplined effort to develop
the ability to hold back impulsiveness, temper
their persuasive drive somewhat, channeling it
into those specific decisions which their empathy
and understanding tell them are finally ready for a
considered judgment. The thing-oriented person
must risk errors, have confidence to make timely
decisions free from the self-defensive and compul
sive desire to be perfect and thus grow into dealing
more flexibly with other people.
From the standpoint of top management, a peo
ple-oriented manager who can cope with things
to some extent but who still makes rapid decisions
may be a better bet for growth and advancement
than a person who is the reverse and makes deci
sions too slowly. The psychological prognosis is
often more favorable for the first type who uses

empathy and intelligence to learn how to temper
hasty decisions, than for the latter learning how to
thaw out frozen, bound-up decision processes.
Willingness to delegate
A manager who cannot delegate or delegate well
will be surrounded with ineffectual people. Once
again, this is a question of self-discipline and self
organization. The people-oriented managers are
most often poor delegants because of impatience
and ego drive and tend to believe they can get the
job done themselves long before the time it would
take to explain it to other people. But if such peo
ple are to move upward in management, they must
of course learn to delegate and work through
others, sharing the spotlight with them and ulti
mately letting them shine alone.
Thing-oriented people also often cannot dele
gate effectively. Such managers fear that no one
will do a job as well as they will and hesitate or re
fuse to delegate for this reason. They block them
selves from extending their personal effectiveness
through delegation. People-oriented managers im
pulsively want to get it done, right if possible.
Thing-oriented managers want to get it done, if
possible, but get it done right.
Hard-won self-imposed responsibility and sense
of discipline make the effective manager buckle
down and delegate properly, since by doing so per
sonal time is saved and energy is multiplied. This
manager can do all the things that have to be done
but not at the expense of being lost in that work,
not seeing the whole picture or failing to see the
opportunities for letting others share and provide
some relief from some aspects of the job. Only by
rising above personal wishes and selfish inclina
tions can a manager be a good delegant, a good
leader and manager of others.
People-oriented and thing-oriented people usu
ally abound in the lower levels of an organization,
although on the surface it may appear that thingoriented people predominate in accounting firms.
The paramount question, however, is whether
they have the abilities to develop themselves and
be developed into managers and perhaps partners
by acquiring the favorable characteristics of the
other group. Inadequately selected and inappro
priately placed personnel can be a tremendous
burden to the organization and to the individual.

Resolving this problem is not an easy task. How
ever, there have been recent developments in psy
chological methods and procedures, such as our
own PSR Management Assessment. This method,
which has been used in the evaluation of 200,000
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people in 22 countries and in 11 different lan
guages, can be very effective when used with other
selection methods to identify abilities, potential
and needs in searching for managerial talent both
inside and outside the firm.

REDUCING STAFF TURNOVER
You have a nice, growing practice; the quality of
work performed is high; the office facilities are
attractive and up-to-date; and, you believe, the
salaries, fringe benefits, training and opportuni
ties for professional development are excellent.
Just the sort of environment, you would think, in
which young staff accountants would be happy.
But that does not appear to be the case and high
staff turnover is a major problem in your firm.
You wonder what is causing the problem and
what you can do about it.
One thing you might do for a start is to con
sider the possibility that you might be hiring the
wrong people for your firm and you might be hir
ing them at the wrong time. You should only hire
the type of people that you will work at trying to
keep, and you should hire them as much in ad
vance of need as possible to give yourself more
time in the selection process. Whenever possible,
consider known quantities, e.g., people known by
you or by someone whose judgment you respect.
Check performance records and references very
carefully. In fact, it is a good idea to go to second
references. Ask the supplied references to recom
mend someone else who knows the person being
considered in order to add as much objectivity as
possible.
Hire so that you have a good mix of personali
ties on the staff—both tough-minded, assertive
people and sensitive, understanding people, both
planners and action-oriented people, etc. And try
to get people from a broad mix of backgrounds.
Don’t hire everybody from the same school, geo
graphic area or socioeconomic background. Cli
ents have different needs and interests, and a
broad mix of personalities and backgrounds on
your staff will make compatibility with clients
much easier.
Staff compensation must be competitive. While
money by itself will not reduce turnover, the lack
of it will cause turnover. Pay at least a "going
wage" for your market area and provide as many
financial incentives such as bonus, profit sharing,
pension, etc., as possible. The amounts need not be
extravagant but the opportunities to participate
in the firm’s success should be available. You will
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- by Mark R. Friedman
Personnel Survey and Research Group
P.O. Box 684

Princeton, New Jersey 08540

August 1981
also need to be competitive in terms of fringe
benefits such as health and accident insurance,
and you might even consider adding a few per
quisites. Don’t leave any room for misunder
standing in this area though. Compensation is im
portant, but total understanding of compensation
by both parties is more important.
Staff members must know exactly what their
jobs entail and what is expected of them. Job
descriptions need to be clear and specific. They
should be prepared by management, validated by
the individual and updated at least annually.
And don’t forget feedback from staff. It is very
important to know what people think about their
jobs.
It is essential that middle managers and staff
know the extent of their authority, what they are
accountable for, and about activities the firm
considers are a breach of professional ethics. Staff
should also know about personal likes and dislikes
on the part of management. These personal pref
erences generally concern work habits such as
tardiness, neatness, etc.
Communication between staff and management
and supervisory personnel must be made easy.
Employees will make sure somebody hears their
complaints and it is much better if it is manage
ment who can do something about it. In the same
vein, employees should know what is going on in
the firm and it should be management that in
forms them.
A most important consideration in reducing
staff turnover is to make sure people receive
good training. You can set up a specific program
to indoctrinate new staff members into the work
ings of the firm and establish a well-defined pro
bationary period to give them a chance to look at
the firm and you an opportunity to look at the
newcomers. If you do have such a probationary
period, it is essential that everyone knows what is
expected, that assignments are measurable and
that there is constant feedback in both directions.
Monitoring this period should be a specific, indi
vidual management responsibility.
Firms need to give people all the help they can
in self-development. Provide the sort of training

190

THE PRACTICING CPA ON PARTNERS AND PERSONNEL

that will let staff members build on their experi
ences and education. Have some in-house training
programs, perhaps with outside instructors, and
let staff attend some outside programs. Training
should be scheduled on specific assignments and
all training received must be recorded in the in
dividual’s personnel file. There must be a commit
ment to stick with the training, no matter what.
One last thought on encouraging self-develop
ment of staff people is to have a policy for help
ing them continue their formal education. The
firm can share in the cost and assist staff in set
ting goals and establishing objectives.
Zeroing in on emotional needs
Everyone has emotional needs ranging from the
basic physiological needs of food and shelter to
the psychological needs of approval and recogni
tion of one’s achievements. It would be useful to
be able to determine people's emotional needs
before hiring them, but this is difficult because the
clues as to what motivates someone are only ap
parent over a period of time, not from just a few
actions or words. Still, it is management’s job to
determine what the need-fulfillers are for each
staff person at the various stages in his or her
career. (Performance evaluations and salary re
views are need-fulfillers and should be scheduled
regularly.)
A person's values are established early in life
and remain basically the same except for signifi
cant emotional impacts. Employers cannot man
date employees’ values, and if mandated be
havior runs counter to these values, conflict is
inevitable. Value conflicts should be resolved as
soon as possible because of their tendency to
accumulate and fester if left unresolved. Many

firms have found that conflicts can often be re
solved or avoided by use of a suggestion box, an
open door policy and by careful observation of
warning signals.
Members of the staff should be given an oppor
tunity to demonstrate their worth without philo
sophical prejudgment by management. It is up to
management to identify the sources of dissatisfac
tion and to mitigate or eliminate them and to en
courage satisfaction through performance reviews
and communication.
It is patently unfair to keep anyone on the staff
out of pity and noncontributors should be ter
minated legally and swiftly. Conduct intelligent
exit interviews, outline what you are going to say
and don't make people feel bitter. Give them the
opportunity to resign if that will make it easier
and give outplacement service where possible.
Monitoring performance is essential if staff
turnover is to be reduced. This can be done for
mally through performance reviews, client con
tact and supervisors’ reports or informally
through observation, etc. Upward mobility
should be provided in a way that will not only
enable you to retain the best people but will also
encourage the others to strive for higher levels of
recognition. If staff people know that there is a
fairly structured pathway upward and are kept
aware of their progress, know that their training
will continue as they move upward and that pro
motion will be on merit, then you will find that
you have gone a long way in solving the problem
of staff turnover.
Adapted from a presentation
by Daniel Bellus
Human Development Unlimited, Inc.
2997 LBJ Freeway, Dallas, Texas

TURNOVER: CLOSING THE REVOLVING DOOR
We all know the feeling when good staff accountants
with one-to-two years experience walk into our
offices and close the door behind them. We are fairly
certain we know exactly what they are going to say:
They have been offered another position, either with
another CPA firm or in industry, at a substantial
increase in salary. It is an all-too-familiar story.
One of the reasons for high staff turnover at the

one-to-two year level is the negative impression peo
ple get when they first enter the profession. Inade
quate instruction and supervision on my first day at
work, for example, resulted in my making a mistake,
being reprimanded, receiving constant ribbing
from my peers, and eventually my self-esteem being
destroyed.

May 1988

At my first evaluation after one-and-a-half years
with the firm, the managing partner spent little
time on my strengths, focusing instead on perceived
weaknesses that I had never been told about. I
decided to leave the profession, and a call from a
placement agency ended with my accepting another
position. When I told the managing partner, how
ever, he invited me to his home where we had a
pleasant three-hour conversation. This time, he lis
tened, and related to my concerns and experiences.
The result was my remaining in the profession.
The opportunities for CPA firms are tremendous,
but the shortage of skilled personnel is acute and
likely to continue to be so for the next three to five
years. Demographers forecast that there will be four
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million fewer people entering the workforce
between 1989 and 1992/3. Also, there will be fewer
graduates majoring in accounting. Positions in
finance and industry will also tug at the available
supply of CPAs, and those with two-to-five years
experience, who are happy with their progress in
their current positions, will not be in the market for
new jobs. It is essential, therefore, that CPA firms
retain skilled staff members.
Work has always been pushed down to the lower
levels as more-senior people leave a firm, but the
demands made on staff with one-to-two years expe
rience are greater now than ever before. Now, we
expect two-year people who are still struggling to
become technically competent to realize
1,800-1,900 chargeable hours, manage engage
ments and other staff, and market services. It's an
impossible task. Thus, each firm needs to allocate
additional training time for the less-experienced
professional to learn how to manage people and
engagements.
The concept of loyalty is not what it used to be,
either. Young people have seen their parents made
redundant by companies at which they have spent
their entire careers. Many consequently decide that
being loyal to a firm is not worth it if opportunities
seem better elsewhere. Some of the reasons staff
give for leaving public accounting to go into indus
try are the poor supervision and training they have
received, long hours because of inadequate staffing,
unfulfilling assignments, a desire to receive recogni
tion for a job well done, and a need to, generally,
work in a more positive environment.
What can we do about the problem?
A step in the right direction might be to create a
human resources department in the firm, staffed by
people who have taken some psychology courses in
college. To retain staff, you must first find out why
people leave the firm. This can be done by con
ducting exit interviews and by surveying firm
alumni. Counseling staff can also help.
By their third year, staff accountants are ready for
new challenges and have a thirst for knowledge.
Through regular counseling sessions, you can find
out if people are happy, if they think they are learn
ing, and working with competent people, and if they
think the firm is a place where they would like to
work for at least another year.
One way to keep people in public accounting, and
in your firm, is to implement a self-development
program. This could include staff enrollment in
Dale Carnegie courses and joining Toastmaster
Clubs to help build individual self-esteem and
improve public speaking skills.
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It is the younger members of the staff who have
had the most exposure to microcomputers and soft
ware. Why not make them responsible for training
others in their use? Those firms that allow people to
become part of the team and contribute ideas for
improving operations will be the firms that are able
to attract and retain excellent staff.

Implementing a staff retention program
Effective efforts at staff retention would include
programs to improve professional training and pro
ductivity, and give greater advancement opportuni
ties to staff. Time management programs and the
use of modern office equipment—microcomputers,
dictation and telecopier transmission equipment,
etc.—can help engagement efficiency and let staff
know that the firm is keeping up with the latest
technological developments.
You might also consider staffing alternatives such
as internship programs, and hiring paraprofes
sionals and part-time employees to absorb some of
the duties presently being handled by full-time pro
fessional staff. An internship program we started
when I was in public practice proved to be effective.
We approached a local university with an offer to
the two top sophomores in its accounting program.
We offered to pay the tuition for their junior and
senior years if they would work for us a certain
number of hours during the week and sometimes
during vacations. At the end of two years, both sides
would have the option of deciding whether employ
ment would be full-time or not. The offer was
accepted, and this internship program resulted in
our obtaining two staff members annually, each of
whom had the equivalent of one year's work experi
ence with us.
A paraprofessional program could be aimed at
recruiting graduates of two-year junior colleges. To
make employment attractive and foster loyalty
toward the firm, the program could include career
planning and further educational opportunities.
Part-time employment and hiring disabled per
sons for professional positions are options that
every firm will have to seriously consider in the
years ahead. Also, as more women enter accounting,
firms will have to consider making daycare arrange
ments, changes in benefit programs, and introduc
ing flexible work hours.
Some other practices that can help in retaining
staff are implementing career-path programs, set
ting up training and educational game plans, and
reviewing the job environment and quality of worklife in the firm. Open communication is a must, and
each firm should have periodic retreat days so that
bothersome issues can be discussed.
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If your firm is to achieve the results you want, you
must get the cooperation of staff. You should be
willing to change the environment in which people
work, and bring staff into the decision-making pro
cess as much as possible. One way to motivate young
staff is to discuss the many positive aspects of the
profession that were brought out in the survey con
ducted by Louis Harris and Associates in the sum
mer of 1986.
CPAs must become better managers of people.
This will necessitate developing leadership and
communication skills. It will also require compas

TERMINATING EMPLOYMENT
If you decide to terminate the employment of a staff
member who has no further chance of advance
ment, should you do it immediately or provide exit
counseling and allow the individual time to find
other employment?
Much depends on the circumstances, of course. If
you think the individual may disrupt other em
ployees, then termination should be immediate.
However, if the person has been employed for a
while and has been loyal, etc., some firms consider it
only proper to allow time for making other arrange
ments. Basic counseling should be done in any case.
One firm says that when it has reached the deci
sion to terminate an employee, it obtains a status
report of work in process from the individual, noti
fies all partners and managers in the office, con
ducts an exit conference and immediately dismisses
the person.
This firm believes that the exit conference should
be made as positive as possible and generally pays
discretionary amounts, depending on longevity, ex
perience, vacation taken and days worked in the
current pay period. The firm has found that when an
employee is not terminated immediately but every
one knows that the individual will be leaving, the
morale and productivity of remaining staff is ad
versely affected.
How to handle the situation troubles many people
in practice. H. W. Martin, a retired Rome, Georgia
practitioner responded at length on the topic. Here
are some of his thoughts:
Experienced personnel officers know that termi
nation is a very traumatic event for an employee,
both for a young person just out of college and for
someone older. Equally important, termination
dampens the morale of the remaining employees
and is costly in terms of time and money spent
training staff.
Many terminations can be avoided if the firm has
a written policy that clearly describes how miscon-

sion, listening to people, telling them they are
appreciated, and praising them for a job well done.
To summarize, firms should plan to meet the
shortage of skilled help, implement personneldevelopment programs, create permanent profes
sional positions, and address the "staff turnover”
problem in their strategic plans. Any firm, after all,
is only as good as its people. [7]

—by Robert J. Gallagher, CPA, R. J. Gallagher and
Associates, Inc., Suite 1M, The Tower at Chatham
Center, Pittsburgh, PA 15219, tel. (412) 281-4644

July 1983

duct and unsatisfactory work performance will be
treated. Such a policy should be communicated to
all employees and should enumerate the acts of mis
conduct which will result in immediate dismissal.
In a local accounting firm, these would include dis
cussing a client's affairs outside the office as well as
any dishonest acts. Misconduct is probably an infre
quent cause of dismissal. Instead, poor job perfor
mance, attitude, inability to get along with people
and similar problems account for most termina
tions. With a proper procedure in place, though, it
is likely that many of these problems could have
been effectively treated before they resulted in
termination.
Written engagement performance reviews are a
good starting point. They not only bring to light
poor performance but, more importantly, give feed
back and encouragement to those people who are
performing well. These reviews should be prepared
on a special form for all engagements on which
employees spend three or more days. The engage
ment supervisor should discuss the review with the
individual and the partner in charge of the engage
ment should see it. The partner will soon notice who
is receiving unfavorable reviews and can take steps
to correct any problems long before they become
acute. If necessary, the staff person can be assigned
to another supervisor or can be given different work.
After several unfavorable reviews, it is time for the
engagement partner to step in to discuss the prob
lem with the staff member. If it cannot be resolved
quickly, the opinions of the other partners should be
obtained. (Sometimes, the individual may need to
be assigned to another partner.)
If the problem still persists, the managing partner
or the personnel partner should have a meeting with
the staff member and the job reports and previous
interviews with the engagement partner should be
reviewed. The tone of the meeting can be sympa
thetic but it should leave no doubt in the employee s
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mind as to what the firm expects and that the prob
lem must be corrected within a specified period of
time.
The time allowed should vary according to the
nature of the problem. For example, an individual
may need to thoroughly review one or more auditing
textbooks which may require three months or so to
accomplish. On the other hand, a person who is
habitually late for work should correct the problem
the very next morning.
The meeting should end with encouragement, an
"I know you can do it," attitude and a set date for a
follow-up meeting. The partner should make and
retain notes of the conversation in the presence of
the employee and write the date of the follow-up
meeting on the desk calendar to emphasize that
something must be done about the problem.
If the problem is solved, the follow-up meeting
should still be held and the employee given the
satisfaction of knowing that all is well. If it is ob
vious the problem is solved long before the meeting
date, the meeting should be held earlier to alleviate
the individual’s concern.

If the problem is not solved, the termination meet
ing must be held. Yet, if all the steps in the termina
tion policy have been faithfully executed, the
employee will know what to expect and even though
the final trauma is there, it is not so severe.
The employee should never be castigated for
failure. Instead, it is much better to say something
like, "Don’t let this discourage you. The fact that it
has not worked out here does not mean you cannot
be highly successful elsewhere."
Be aware that the many legal actions brought
against employers for various reasons relating to
terminations make it necessary for every firm to
review its termination policy with legal counsel.
Long-time partners of local accounting firms can
readily recall people who were terminated by their
firms but who later became successful practitioners
elsewhere. One must conclude that with a little
more effort, the firm could have salvaged the situa
tion. Future terminations can be reduced in num
ber, though, through the use of a policy with which
the entire staff is well acquainted.

EXIT INTERVIEWS: A DIAGNOSTIC TOOL FOR PUBLIC
ACCOUNTING FIRMS
Staff turnover is a persistent problem for most pub
lic accounting firms—one that is magnified by the
substantial amounts of time and resources that
firms invest in their personnel. Furthermore, loss of
personnel exerts pressure on the capacity of a firm
to service its clients. Amid these problems, however,
there is a unique opportunity to improve the firm by
conducting effective exit interviews with departing
employees.
Basically, exit interviews are oral exchanges be
tween employers and departing employees to deter
mine reasons for departures and to discern the
strengths and weaknesses of the firms as perceived
by employees. To accomplish these goals, it is essen
tial for employees to feel sufficiently at ease during
interviews. In this regard, the employee must be
assured of the confidentiality of the discussion. Also,
despite the investigative purpose of exit interviews,
they should neither resemble inquisitions nor be
casual conversations. Exit interviews must be struc
tured properly for maximum effectiveness.
Structure
In structuring exit interviews it should be recog
nized that departing employees may be reluctant
to describe their reasons for leaving. They may be
undergoing emotional stress at leaving friends and
a familiar environment, and even when they al
ready have other jobs lined up, they are confronting

193

November 1985

major uncertainties about the future. Therefore,
public accounting firms should rely primarily on a
nondirective discussion approach to their exit
interviews.
Some firms have developed forms or question
naires to be completed with employees during exit
interviews. Although forms might seem to make the
job easier, interviewers should avoid completing
these instruments during the discussions. It is bet
ter that interviewers be thoroughly prepared so that
the use of such aids is unnecessary and, similarly,
that they refrain from writing notes in front of
employees.

Planning

Preparation and planning for effective exit inter
views begin with the development of a mental
checklist of the issues to be explored and the an
swers to be obtained. The primary categories that
interviewers should cover are a review of employees
recent past performances, reasons why the employ
ees are leaving and the employees' assessments of
the firm. Thus, exit interviews are actually multi
stage processes.
The first stage of these interviews pertains to the
employees' recent assignments and evaluations of
performance. For example, the discussions may ad
dress the extent of opportunities for employees to
use their knowledge or training and whether the
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assignments enable them to refine their abilities to
make judgments and decisions. These discussions
also serve as a springboard into the main issue—the
reasons for leaving.

should avoid being retaliatory or defensive in their
feedback to employees. They may also find the pro
cess more productive if they avoid dwelling solely
on criticisms and occasionally assess the positive
aspects of the firm with employees.

Real versus stated reasons

The reasons employees leave a firm usually relate to
compensation, advancement, job satisfaction or
personal or unavoidable matters. It could be a mis
take, however, to accept anyone's first statement as
the real reason for leaving. This is especially true if
the real reason involves a criticism of someone else
employed by the firm. Employees are reluctant to
provide this type of information for fear of subse
quent recrimination.
Usually more than one reason prompts employees
to resign. For example, employees often state salary
as being the reason, but it is usually not the real
reason and is seldom the only one. Interviewers
should learn to probe further to obtain the real or
accompanying reasons.
Determining the real reasons for leaving usually
breaks the ice, and the interviews can then proceed
with explorations into the firm’s strengths and
weaknesses. Some difficulties may still remain in
getting employees to be forthright in offering con
structive criticism. Interviewers should arrest any
fears by assuring employees that the firm's only
concern is with its future development and
improvement.
The discussions of the firm should not be limited
to what is wrong but should include what could be
done about any problems. By recognizing and re
specting employees’ views, the risk of their closing
up is reduced. Nevertheless, interviewers should re
main alert to comments that should be discounted
as unreasonable or unreliable.
In order to sustain these discussions, interviewers

EFFECTIVE STAFF UTILIZATION

Benefits

There are distinct benefits for those firms willing to
devote the attention necessary to conduct effective
exit interviews. First, as a diagnostic tool, exit inter
views can lead to improvements in the personnel
practices of the firm, such as changes in staff assign
ment scheduling, changes in promotion policies and
adjustments in training programs. Ultimately, such
improvements may decrease future staff turnover.
Second, the results of exit interviews facilitate
performance evaluations and the development of
individuals with supervisory responsibilities in the
firm. From a quality control standpoint it is essen
tial for firms to identify and correct any weaknesses
in supervision. Some supervisory personnel, how
ever, may be defensive about criticisms of their per
formance that emerge as a result of exit interviews.
If they are to benefit from the process, the informa
tion should be used constructively.
Finally, an effective exit interview process serves
to enhance the reputation of a public accounting
firm and its ability to obtain new clients in the
future. Ex-employees are less likely to speak un
kindly of the firm to others if they were accorded
time to discuss their feelings before leaving. This is
important because ex-employees often obtain jobs
later wherein they are able to influence CPA firm
selection decisions. [7]
—by Frank R. Urbancic, CPA, DBA
College of Business Administration
The University of Southwestern Louisiana
Lafayette, Louisiana 70504

April 1983

To maximize productivity in a CPA practice, you
must be able to strike the proper balance between
the production of collectible dollars compared to
cost and fulfilling employees’ needs and ex
pectations.
Why would employees want to be productive any

ment, recognition, the work itself, responsibility
and advancement. Dissatisfaction is often caused by
salaries, peer relationships, firm policy and admin
istration, supervision and working conditions.
You can deal with a nonproductive situation by
threatening the employees or by removing the dis

way? There are probably countless reasons. Some

satisfiers no matter what the cost. For most firms,

might have to do with fear of a boss or fear of failure,
the desire to succeed or perhaps pressure from
friends or family. There are aspects about any job
that act as satisfiers and help increase productivity
or as dissatisfiers with the opposite result. Em
ployee satisfaction usually comes from achieve-

though, the only real solution is to promote job
satisfiers. Let’s look at that list of satisfiers and dis
satisfiers again.
Achievement. To get the results you want, you
should aim to recruit only high-level achievers to
your staff. They will need to know what is expected
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of them, so talk to them about goal setting and make
sure that you utilize this method of performance
evaluation right from the start.
People learn by doing. Extend individuals to their
limits by giving them increasing levels of respon
sibility immediately. And don’t forget about giving
feedback. Let them know you appreciate what they
are doing.
Recognition. Take the time to recognize achieve
ment. Make use of status symbols and let clients
know about staff promotions, examination suc
cesses, etc. We published an article in our client
newsletter stating that the best investment around
is our people. We listed their accomplishments and
the response from clients was very positive. You can
also give recognition by letting staff members sit in
on client conferences and involving them in much of
the decision making.
The work itself. This can either be rewarding or
boring. Try to spread the interesting jobs around so
that as many people as possible are stimulated. You
can build solid technical capabilities into the firmwithout building in boredom. Make everyone part
of the team and assign jobs so that people can see a
completed piece of work. In my early days, I once
worked on a large audit staff for nine months and
never saw an audit report. Don’t let that happen in
your firm. Let your staff know what the finished
product is.
Responsibility. Authority must be commensurate
with responsibility. Give people a chance to succeed
and to make mistakes. Proper supervision will mini
mize financial losses caused by errors.
Advancement. All beginning accountants expect to
become partners and believe this will happen. They
are looking for advancement and titles are evidence
of it. Before people can become partners in our firm,
they must enter a year-long training program to see
if it suits them and if they suit the firm.
Salary. Money is more important early in anyone’s
career than it is later on. The positive effect of an
increased amount of dollars doesn’t last long any
way. People want to know what you have done for
them recently.
Peer relationships. Let everyone know what is
going on in the firm. If someone is complimented by
a client, let the other staff members know about it.
Try to promote a team concept rather than have
individuals view each other as competitors.
How can we promote the satisfiers in our firms?
To begin with, there must be the right environment.
You can test your firm’s environment by finding out
how the staff feels about the firm and, more impor
tantly, determining how you feel about it. Observe
how you all work together and ask yourself why
someone would want to work for the firm. There are
many things to consider.
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For example, as a firm, do you know who you are
and who and what you want to be? Do you have a
written plan for the future? Is it published? Do staff
know where you are going, and have you determined
how and when you will get there, why you have this
goal and what you are trying to accomplish? Does
your plan include room at the partner level for those
who qualify? Will growth come only from within or
do you have plans to merge?
We have the staff we want and have pledged that
no one will be adversely affected by a merger or
acquisition. You will have to think about what you
will do with staff or partners who don’t fit the bill
and what you will do about hiring the type of people
you need to reach your goals. You should start now
to look for the outstanding people you will need in
two years’ time. Perhaps there are advantages you
can capitalize on to attract these people, such as
location or climate. Perhaps you can offer unusual
partnership opportunities due to various factors.
You must consider your working conditions too.
These may be good or there may be disadvantages—
lots of travel or high cost of living in your area—to
working for you. Be honest about this.
Here are six steps to create an environment in
which your staff can thrive. One must be
□ Understanding. Find out the staff’s professional
and personal goals and objectives. Have social
get-togethers. Find out who the people are.
□ Sincere. You must know where your firm is
coming from and what its goals and objectives
are. Let your staff know what is needed.
□ Candid. Tell it like it is—the bad as well as the
good. If things are getting tough for the firm,
tell staff about it. And always obtain feedback.
□ Consistent. You need a policy manual as well as
audit and accounting manuals. You must have
rules in the firm and somewhere for staff to get
answers to questions.
□ Objective. Measure goal attainment objectively.
Look at your own performance as a profes
sional and as a manager.
□ Positive. Employees know if you are positive in
direction and purpose, because it affects them.

Your firm environment is a by-product of the way
you regularly treat staff. From the moment they are
hired, there is a cycle in people’s development. It
goes from orientation through training, delegating,
coaching, performance evaluation and review and
finally to promotion. People then go back to orienta
tion at the new level and move through the cycle
again. Let’s look more closely at these factors.
Hiring. Don’t engage in crisis hiring. Set your own
standards, maintain them and operate under stated
firm philosophy. What you are really looking for is
your own replacement, but keep age differences in
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mind. Younger people think differently. Take the
time to learn how to interview and always be pre
pared and organized. Take a tape recorder to record
your impressions directly after the interviews. Re
cruit regularly every year. Get to know a few schools
well and become known at them.
Orientation. New employees must be made to feel
both expected and welcome and that they will re
ceive special consideration until familiar with the
firm's operations. Staff members promoted to new
levels of responsibility must be given time to orient
themselves too.
A formal orientation program is suggested. (See
chapter 305 of the AICPA Management of an Ac
counting Practice Handbook for some ideas.) Sched
uling must be explained to staff and the team
concept expressed. Small human touches help peo
ple feel at home. So, in addition to the regular fringe
benefits, try to devise a few of your own.
We encourage professional staff to take a threeday weekend at the firm's expense during the busy
season. Productivity begins to drag in February and
this is a tonic to staff members and their spouses. We
also pick up the tab for staff to attend the Indiana
CPA Society convention in May and have college
ballgame tickets for the use of staff and clients.
Training. Staff members are demoralized if they
sense you don’t bother enough about their learning.
Set up formal staff training programs and encour
age the taking of more CPE courses than the law
requires. These courses must be scheduled in ad
vance and followed up. Give staff the opportunity to
specialize and get peoples input regarding their
career goals. Let them know your expectations for
their progress but remember to be considerate.
Delegating. Effective delegation is when you as
sign work responsibility to someone you know can’t
possibly do the job as well as you. Remember,

achievement and recognition are the first two job
satisfiers listed. You should give staff the chance to
build a reputation through early contact with cli
ents and encourage them to be proud of the practice.
We shoot for 100 percent productivity and operate
under a backlog theory. We encourage staff to have a
backlog of low priority jobs that can be worked on
between more important engagements. Match work
and the capabilities and the expectations of your
personnel. Your staff is brighter and better trained
than you think it is.
Coaching. This is a bridge between delegation and
performance review. If staff members did not need
your help, they would already be at the next level.
Performance evaluation and review. Be careful in
your selection of a method to evaluate and review
performance. The method must suit your firm.
Among the items to be considered are respon
sibilities and targets, the preparation needed, inter
im reviews and the final review and conference.
(Chapter 307) of the MAP handbook contains many
useful ideas and aids. Take care never to talk down
to staff and be careful of personal moods that affect
relations.
Promotion. You must have a clearly defined phi
losophy and clearly defined levels of achievement.
Give staff some solid reasons for wanting to become
a partner.
The cycle starts over at each new level and the
higher the level, the more problems there are and
the more difficult everything becomes. You may
sometimes wonder whether it is worth the trouble.
However, the key to your firm’s future is your staff.
The only way your firm will grow is if your people
are encouraged to grow.
by W. Alan Simmons, CPA
Muncie, Indiana
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COMMUNICATING

LEARNING TO LISTEN
Few people have thought about learning how to
become a good listener. We all get distracted when
someone is talking, jump ahead in our minds to
what we want to say next, and later blame the
speaker for not getting the message across.
Good listening is an active, complex process that
takes knowledge of a few basic tenets and lots of
practice. In both personal and professional relation
ships, it pays to sharpen listening skills.
Dr. Chester L. Karrass, director of the Santa
Monica, California, Center for Effective Negotiat
ing, offers several reasons why we don’t listen as
well as we should. For example, we
□ Often have a lot on our minds and it’s not easy
to switch gears quickly to fully absorb and
participate in what is being said to us.
□ Have adopted the habit of talking and inter
rupting when the other party is speaking.
□ Are anxious to rebut what the other person has
said, and if we do not do so readily, we are
afraid that we may forget to make our point.
□ Allow ourselves to be easily distracted by the
setting or environment in which the meeting
takes place.
□ Jump to conclusions before all the evidence
has been presented or is available.
□ Discount or write off some statements because
we don’t place importance on the party who is
presenting them.
□ Tend to discard information that we don’t like,
or that isn’t what we want to hear.
Virtually all human beings must work to improve
their listening skills. Because we are able to think
and process thoughts four to five times faster than
the normal speaking rate, it is easy to let our minds
race ahead of the speaker and not focus on what is
being said. The faster our ability to process informa
tion, the greater our potential for poor listening
habits. Good listeners, on the other hand, can use
this lag time to make mental summaries of informa
tion presented and notes of ideas to pursue later
without losing focus on the conversation.
Facial expression and eye contact are two of the
most important visual clues as to approval or disap
proval and interest or disinterest in what is being
said. Keep in mind that even if you look directly at
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someone, your facial expression may still indicate a
negative reaction. From clues such as a smile and a
head nod in combination with direct eye contact, we
infer support, confirmation, and agreement.
Here is a questionnaire developed by Dr. Richard
C. Cupka of Purdue University that you can use to
evaluate your own listening habits.
When engaged in conversation, do you
□ Give the other party a chance to talk?
□ Interrupt while someone is making a point?
□ Look at the speaker while he or she is speaking?
□ Impart the feeling that your time is being
wasted?
□ Constantly fidget with a pencil or paper?
□ Smile at the person talking to you?
□ Ever get the speaker off track or off the subject?
□ Stifle new suggestions, or are you open to
them?
□ Anticipate what the other person will say next?
□ Put the other person on the defensive when you
are asked a question?
□ Ask questions that indicate that you have not
been listening?
□ Try to outstare the speaker?
□ Overdo your show of attention by nodding too
much or saying yes to everything?
□ Insert humorous remarks when the other per
son is being serious?
□ Frequently sneak looks at your watch or the
clock while listening?
On becoming an effective listener, you may find
that you gain information from new sources that
previously would have been missed due to poor lis
tening. And even if you don’t agree with other peo
ple, they will still feel that you listened to them
openly.
Developing good listening habits is the first step
to becoming a better communicator. With practice,
this can improve our interpersonal skills and
human relations capabilities and enhance our per
sonal and professional lives. Just run through the
questionnaire. See how many areas you think you
need to improve. The sooner we all start listening
effectively, the better.
—by Jeffrey P. Davidson, CMC
IMR Systems Corporation
Falls Church, Virginia 22041
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STAFF NEWSLETTERS
Keeping staff informed of changes in policies and
procedures or just of what is going on in the
firm—new clients or staff members, etc.—often
results in numerous memorandums that add to
the piles of papers on everyone’s desk and don’t
very effectively achieve their aim.
In an article, "Your Printed Image," that ap
peared in the January 1980 issue of the Practic
ing CPA, Norman Rachlin, CPA, of Coral Gables,
Florida, suggests that much of this paper can be
eliminated by screening internal communications
and centralizing most of the information in an
internal journal. Mr. Rachlin says that such a
journal can cover subjects such as personnel
promotions, social activities, in fact, everything
of interest to the staff. The gist of Mr. Rachlin’s
article is that if a firm's printed materials are
standardized, informative and professional-look
ing, they help bring the firm together as an entity
and can aid in attracting clients and personnel.
Is it possible to carry the idea of an internal
journal a bit further? A readable, interesting
newsletter is an effective way for a local firm to
inform and show concern for its clients. Would
a readable, interesting newsletter be an effective
way for the same firm to inform and show con
cern for its staff? H. W. Martin, a Rome, Georgia
CPA says, "Yes, it would."
"One great advantage of newsletters," says Mr.
Martin, "is that they don’t have to be confined to
the straight reporting of information. They can
be made extremely readable through the use of
stories and analogies."

MAKING STAFF MEETINGS WORK
Many firms believe that, when used effectively,
regularly scheduled staff meetings can provide an
invaluable forum for communication between
management and staff. The employees seem to
appreciate the opportunity to meet directly with
the principals, and management welcomes the
feedback of ideas and concerns from the staff.
However, these meetings can be extremely
costly, not only directly in terms of the time and
salaries of the participants, but also indirectly due
to interruptions in the flow of work and the un
availability of staff for consultations, etc. How
then can staff meetings be set up so that the bene
fits are maximized and the costs to the firm are
minimized? We posed the question to members of
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For example, in one of its issues, the firm, trying
to impart to the staff the need to rely on only rep
utable professional advice, spun a delightful tale
around a trusting old egg by the name of Humpty
Dumpty. Old H.D., so it seems, placed great reli
ance on all the king’s horses and all the king’s
men who, alas, were unable to put him together
again when he fell off a wall. Another story with
a light touch, "A Tax Season Carol," written, ap
parently, by the Ghost of Tax Season Past, pre
pared the staff for the rituals of the coming sea
son—all done, the firm explains, in honor of a
patron saint known only as IRS.
Producing a staff newsletter does not have to
be an expensive proposition. It can be typed on
the firm’s stationery (standardized of course with
the firm’s logo) to make it look like the client
newsletter and sufficient copies run off on the
office copying machine. For special editions, such
as one they produced on the retirement of Mr.
J. M. Read, one of the firm's founders, Mr. Martin
says they did use a local printer. But even this
issue only amounted to out-of-pocket expenses of
$85-90 for 200 copies.
Mr. Martin says that producing a staff news
letter must be a joint effort. He believes that a
good editor is very important to its success (your
humble scribe was very pleased to hear that). He
found that partners took more interest in the
staff newsletter than in the one for clients and
that the staff liked to do the research for the
stories. A staff newsletter, says Mr. Martin, has its
place in improving office morale and he hopes
other firms will be encouraged to try it.
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our editorial advisory committee. The following
suggestions are based on their answers.
To begin with, always have some purpose to the
meeting. Never have staff meetings just to get
everybody together or just so people can let off
steam. Gripe sessions do have a purpose, but there
is a tendency for a particular complaint to be of
interest only to the person making it. Most indi
vidual complaints should be handled with the
supervisor or the partner with the responsibility
for personnel matters.
Staff members like to be kept informed and, for
many firms, staff meetings are an excellent way to
let people know what is going on and to brief
them on specific services the firm is capable of
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providing. They are then in a better position to be
alert to clients’ needs and to handle enquiries from
them. In turn, you can find out about problems
they are having in the field and about their ideas
and suggestions. The firm’s plans for the future
can be discussed so staff members can better relate
their day-to-day work to the long-range objectives.
The meetings offer an opportunity to refine staff
assignments, review problems and unfinished en
gagements and shift personnel if necessary to
cope with the workload more efficiently. These are
also the ideal occasions to review all firm policies
and procedures and major tax and audit items.
While informal meetings are preferable, most
firms believe that agendas should be drawn up
(with time allotted for any new business that
might crop up) and distributed beforehand, so that
no one is unprepared for the meeting. Minutes
should be kept and distributed after the meeting.
Several people emphasized that meetings should
start and finish on time and that all staff members
should be solicited for discussion topics and en
couraged to attend and participate in the meeting.
It is essential to let the staff know how important
the meetings are to the firm.
In the same vein, many firms require all partners
who are in the office at the time of the meeting to
attend it. At some firms, staff meetings are con
ducted by department heads—the choice being
dictated by the agenda topics—and at other firms,
the partner-in-charge of the office or the person re
sponsible for personnel matters runs the meeting.
Now, where and when should you hold such a
meeting? The firm’s conference room is naturally
the first choice for a meeting place. However, if
one is not available, another room will do provided
it has suitable and adequate seating arrangements.
Whatever you do, don’t have people sitting on
tables or leaning against walls, etc.
Some firms hold a meeting each week, some less

IN-HOUSE NEWSLETTER
I think we would all agree that our professional and
support staff is our most valued resource. Poor inter
nal communication, however, can often turn what
would otherwise be a productive and energetic staff
into one with low morale and less-than-efficient
work habits.
In my opinion, any office with more than three
people needs an in-house newsletter. Moreover, now
that most of us have word-processing equipment,
there really is no excuse not to have one.
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frequently. The main thing is that they are held
often enough to ensure effective communication
within the firm, but not so often that the meeting
degenerates into a “bull” session.
Monday seems to be the most popular day for
holding these meetings, but some firms prefer
Friday. Nearly all these firms schedule the meeting
for the first thing in the morning before people
have other things on their minds. Most of them try
to limit the meetings to an hour or less and usually
provide coffee and other refreshments. One firm
suggests having the meetings on Saturdays. It
reasons that paying people to come into the office
then is cheaper than losing billing time. The firm
also suggests buying lunch for the participants if
the meeting is long.
What if people don’t respond to group situations
and withhold their comments? One firm says that
it recognizes this possibility and that while it
tries to maintain an informal atmosphere at all
meetings to generate as much staff input as pos
sible, the staff is invited to discuss any issue pri
vately, should this be desired. Another firm reports
that in order to have more meaningful communi
cation, it initiated a “rap” system in which each
staff person chooses a partner to be his “rap
partner.” The two have lunch together six or eight
times a year and discuss whatever is of interest to
the staffer. It says the system is relatively new
but seems to be having a positive influence on the
staff in general.
On the whole, are staff meetings worth the ex
pense? One firm responded, “We tried discontinu
ing the meetings but it just didn’t work. For some
reason they seem to build teamwork and cama
raderie within our firm.” Another firm says, "The
meetings appear to be an effective means of secur
ing cooperation and the best efforts of staff and
partners. They promote an informal but orderly
method of stimulating the necessary team spirit
for a pleasant and productive practice unit.”
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In our office, we publish a one-to-two-page news
letter every week. We have assigned responsibility
for its publication to our secretary/receptionist.
When people have information they want others to
know about, they simply notify her and she includes
it for the upcoming week.
One thing included in the newsletter that we find
particularly helpful is a daily schedule of peoples
expected whereabouts for the following week. In
addition, the newsletter serves as a vehicle for dis
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seminating housekeeping information, news of staff
activities and achievements and information about
new clients and about seminars that firm members
are either presenting or attending.
This newsletter has become a tremendous morale
booster for our firm. Everyone feels that he or she is

a part of what is happening, and this feeling of being
a part of the team pays off in a more efficient and
productive staff.
—by John G. Hodgson, Jr., CPA, CFP
New Bedford, Massachusetts
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SPECIFIC NEEDS

THE NEED FOR AND FUNCTION OF AN OFFICE MANAGER
Why would a local CPA firm need an office man
ager? Surely administrative duties are the respon
sibility of the firm’s partners! Like many local
firms, we thought this way until we reached the
stage where administrative functions were spread
throughout the firm and partners were spending
considerable time on details such as ordering
forms and office supplies. This led us to believe
that we could benefit by coordinating these ac
tivities through a centralized location and by
having someone specifically responsible for them.
Having determined that, we then had to decide
whether this person should be a partner.
There are some definite advantages to having
an office manager instead of a partner take care
of these functions. Partners tend to give adminis
trative duties a lower priority than serving clients.
However, this conflicts with our firm’s philosophy
—that our own firm is our best client and that its
interests should be put first. An office manager has
no conflicting interests and this work receives his
full-time attention. This gives partners more time
to engage in revenue-producing activities and also,
if they wish, to significantly improve the quality
of their lives.
Naturally, there are a few drawbacks to con
sider. It takes time and patience to train a man
ager in the peculiarities of local firm operation,
such as the need for tight scheduling and meeting
deadlines. Also, partners have less direct control
over administrative activities.
Still, lessened partner control of certain activi
ties might not be as great a problem as one might
think. For example, when we found that supplies
were being ordered to suit the preference of cer
tain people rather than the needs of the firm as a
whole, we simply changed the job description for
the office manager to incorporate the purchasing
of standardized office equipment.
When to hire an office manager
The best way to determine whether you need an
office manager is to analyze the administrative
workload of the firm’s partners. Find out how
often they are involved in administrative decisions
and how much of their time this takes. We had all
partners fill out a separate time sheet to see how
much time they spent on administrative duties.
One reason we decided to hire an office manager
was to limit the time our partners were spending
on these functions.
Keep in mind that there are alternatives to
hiring an office manager and to continuing with
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your current arrangement. You could let your top
clerical person handle some of the duties to begin
with and phase in more later provided he or she
has the necessary background. If you want to let
your clerical staff handle these functions, make
sure you hire bright people who can be trained.
And if you give the job to a paraprofessional, take
client work away from this person so the same
priority problems that partners had will not con
tinue.
Sometimes the size of the firm is the determin
ing factor in whether it is best to hire an office
manager. Obviously, the larger the number of
personnel, particularly clerical, the greater will
be the total time spent on administrative duties,
especially if you have branch offices. Of course,
you may decide that the time to hire someone is
when the bottom line is good enough. However,
if you only look at this factor you will probably
never do it. The really important consideration
should be whether the administrative workload
under your current arrangement makes excessive
time demands on partners. If it does, the longrange effect of having an office manager should
be very positive if partners use their newly-found
time in practice development activities.
What sort of person should you hire? Some
firms think a retired military type is ideal for the
job. (One administrative partner wanted to hire
his former Marine Corps drill sergeant.) They are
used to giving and receiving orders and know how
to handle people and these are very important
qualities to have. Whomever you choose, you must
decide where this position fits in the firm’s man
agement structure. (The position does not carry
the weight of an equity owner.) The usual prac
tice is for the person in this position to report
directly to the managing partner or to an admin
istrative committee comprised of partners.
The following is a job description drawn up for
our office manager with some added comments in
italics.
Position Description

Administrative responsibilities
□ Standardizing and updating firm’s proce
dures, forms and files, etc.
Our system is now color coded.
□ Purchasing and controlling supplies and

forms.
We were always out of certain supplies be
fore.
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□ Plant and equipment maintenance and re
pair.
This includes building apparatus as well as
office equipment.
□ Firm accounting, reporting and budgeting.
We provide training and guidance in budget
ing.
□ Billing and collection, time reports and
client charges.
Prepares routine bills. Collections have im
proved substantially.
□ Coordinate and schedule firm-related social
activities, staff travel and meetings.
□ Maintain library and update subscriptions.
□ Coordinate practice development plans,
monitor reports, etc.
Personnel responsibilities
□ Can hire and recommend firing administra
tive and clerical staff to personnel partner.
□ Supervise and direct work of administrative

personnel.
□ Maintain personnel files.

□ Administer and monitor employee benefits.
□ Coordinate and keep records for staff evalu
ation.
If someone has over 24 hours on a particular
job, the evaluation form is sent to the part
ner-in-charge.
□ Orient new staff members to general office
procedures.
Previously, people thought the orientation
process was too rapid.
Scheduling responsibilities
□ Relate client engagements and manpower
requirements.
Partners still do the scheduling on a current
basis.
□ Develop and monitor system to acquire and
process client information on a timely and

effective basis.
Continuing professional education responsibilities
□ Schedule staff CPE courses with personnel

partner.
Find out what staff want to do and when.

THE FIRM ADMINISTRATOR—YOUR PRACTICE’S MOST
IMPORTANT STAFF MEMBER
After twenty-six years as a practitioner and con
sultant, I am of the opinion that the number-one
problem facing CPA firms is management. Many
CPAs, lacking management training, go into prac
tice thinking that they must merely do competent
accounting and tax work, keep obtaining clients, get
paid for their services and all will be well. The truth
is, that through inability to cope with day-to-day
management problems, many will not accomplish
their goals of growth, offering full client service,
adhering to professional standards and earning a
fair return on their investment. The solution some
firms are finding seems simple enough—hire a pro
fessional firm administrator.
Practitioners have to understand that they are in
business and that obtaining clients, doing compe
tent work, billing on a timely basis and retaining
adequate, competent staff—all tasks for the equity
holders—are vital if the firm’s goals are to be met. So
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often, though, the equity holders become too busy
with myriad other tasks to concentrate their efforts
on attaining the firm’s goals.
Successful practitioners live by the slogan
"Promote clients and oversee quality work." There is
no role for such results-oriented equity holders in
the daily management of the firm. This is a responsi
bility that should be left to someone who is experi
enced and qualified to handle it.
The office administrator of a CPA firm is a profes
sional of the highest caliber—someone who under
stands that the firm is his or her only client. It is a
position of great responsibility and requires tact,
patience and the ability to get things done. It also
requires a background in office techniques and per
sonnel management, including a knowledge of in
surance needs and procedures and billing and
collection practices, as well as an understanding of
the firm's goals.

SPECIFIC NEEDS

The Firm Administrator’s Doties
□ Personnel administration with respect to sup
port staff and paraprofessional employees, in
cluding recruiting, interviewing, evaluating,
disciplining and training. Consult on final se
lection of candidates with the appropriate de
partment head or equity holder and secure the
approval of the chief executive for the creation
of new positions.
□ Personnel administration with respect to all
employees of the firm. Assist in the recruit
ment of any employee, prepare recruiting liter
ature, schedule interviews for staff applicants,
train new employees in the organization and
systems of the firm and supervise the comple
tion of insurance enrollment forms, insurance
transfers and claims, unemployment compen
sation claims and such. Maintain a con
fidential personnel file on every employee,
including application or resume, a summary of
hiring information, personnel tests, positions
held, compensation, insurance information,
discipline and related matters. Maintain nec
essary insurance and related information in a
confidential personnel file for each partner.
Maintain a system to evaluate staff work.
□ Review insurance and other benefits of the
firm and make appropriate investigations and
recommendations to equity holders.

□ Exchange information with regard to office
policies and employee compensation with
other employers on a confidential basis.
□ Coordinate and supervise the professionalsupport functions of the firm, including secre
tarial, typing, reproduction, messenger ser
vice, travel service, reception and telephone
services. Ensure that such services are pro
vided to the firm in an effective manner at a
reasonable cost.
□ Supervise library housekeeping, including
checking out books. The administrator is not
responsible for selection of books but may be
called upon to coordinate a committee with
selection responsibilities and order all ap
proved materials.
□ Oversee space and equipment planning, in
cluding use of space, reallocation of offices,
leasehold improvements, maintenance and
general relationships with the landlord and
other tenants.
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□ Prepare and submit an annual budget of ex
penditures to the equity holders for considera
tion. The approved budget constitutes au
thority for purchasing goods and services.
Assist the chief executive in the preparation of
an annual income or compensation budget for
submission to the equity holders.
□ Supervise personnel systems for timekeeping,
billing and accounting, including premailing
review of billing. Ensure timely input and send
appropriate reminders. Make periodic reports
to the equity holders on cash flow, achievement
of budgeted objectives and other financial and
management data. Enforce the firm’s policies
with respect to disbursements, travel ad
vances, office meetings and other admin
istrative matters.
□ Control the fee collection procedures of the
firm. Review accounts receivable regularly to
ensure timely payments.
□ Prepare CPE requests for all firm members in
accordance with budget guidelines.
□ Oversee client promotion seminar details, in
vitations and facility accommodations.
□ Coordinate the client job scheduling procedure
in concert with firm professionals.
□ Coordinate the firm's promotional brochure
and marketing efforts.

The Firm Administrator's Authority

□ Within budgetary limits and the general policy
guidelines of the equity holders, the admin
istrator has the authority to engage, discipline,
promote, discharge or reassign nonprofes
sional personnel, to purchase supplies and
equipment, to sign checks and to make rec
ommendations on salary increases and other
benefits applicable to nonprofessional
personnel.
□ The administrator is in full charge of the opera
tion of all office systems and may recommend
and make changes consistent with the policy of
equity holders and the philosophy of the firm
toward the work it performs for clients.
The administrator should have full access
to all firm books of account and attend all
equity holder meetings. In the absence of a
firm bookkeeper, the administrator would be
responsible for preparation of the firm's finan
cial statements as well as all disbursement
checks.
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For example, if one goal of the firm is to provide
clients with a "product" on a timely basis, the ad
ministrator would undertake to establish time
frames, checklists and routing sheets and review the
steps necessary to accomplish this goal. Equity
holders usually don’t have the time, or if they have
the time, they don’t have the patience to do these
things. (It shouldn't be their role anyway.)
When a firm reaches $500,000 in gross billings, it
should consider hiring a firm administrator. At that
size, pressure is already building on the equity hold
ers to maintain the firm’s growth as well as to get the
work out. Yet, they are also expected to hire, evalu
ate and compensate staff; order supplies; bill and
collect; schedule; set up seminars and CPE courses
and so on. At this stage, firms that don’t obtain
professional administrative help often stagnate be
cause of an inability to cope with managerial duties
and problems.
In turn, this stagnation often erodes the ability of
a firm to retain aggressive, competent people and
can contribute to loss of clientele and even the
breakup of the firm through apparent lack of atten
tion. Many of these problems would disappear if the
equity holders would "stick to their knitting" and

FINDING THE RIGHT FIRM ADMINISTRATOR
Based on experience, many firms know that finding
the right firm administrator is no easy task. Prob
lems arise due to lack of understanding. Admin
istrator is a generic term, just as accountant is.
There are skill classifications for administrators,
just as there are for accountants: entry-level juniors,
juniors, semi-seniors, seniors, supervisors, and
managers. No one would hire a junior for a super
visor position, no matter what the profession. The
problems arise because most partners are not as
familiar with the various administrator levels as
they are with the classifications in their own profes
sion. Let me give you a brief overview of typical
titles and responsibilities.
□ Office manager. Assumes responsibility for the
orientation, training, and efficient operation of
clerical support staff. Distributes clerical work
and reviews it for quality and consistency. Pre
pares performance evaluations and monitors
the performance of all clerical support staff.
The office manager is not involved in deter
mining salary increases and does not hire or
discharge clerical support staff without supervisor/partner approval. Usually, this position is
filled by someone who has prior secretarial
experience and good organizational and per-

leave the day-to-day management to a professional
firm administrator.
Clearly, this is a formidable job, which, to be done
well, needs a person of varied talents. Certainly, this
person should have exposure to the wealth of man
agerial expertise usually encountered in military
and corporate life. Indeed, outstanding candidates
for this position are often from those two areas,
usually at the rank of major and up in the military
and at the level of assistant or divisional controller
in a medium-size corporation. They are used to solv
ing problems, to dealing with people and to getting
things done.
Hiring a CPA from practice for this job is usually
an error. The individual tends to become involved in
what he or she knows best—namely client service.
The key to this position is one of serving the firm's
needs and goals—that is, employing someone to
take care of the firm with the same attention to
details that the equity holders give clients. Should
you hire a firm administrator, I am confident that
you will find this person is the most important
member of your staff.
—by Sheldon Ames, CPA, PMC
3530 Cummings Road
Cleveland, Ohio 44118

February 1990

sonnel skills. Salary level is just above execu
tive secretary requirements.
□ Supervisor of administrative services. In addi
tion to those above, responsibilities include use
of appropriate management controls, such as
daily cash report, and time and billing analysis
and control. The administrative services super
visor conducts all performance evaluations and
proposes salary increases for clerical support
staff, and monitors and maintains the atten
dance records of all employees. Other duties
include monitoring firm CPE requirements
and purchasing supplies.
□ Firm administrator. Responsibilities include all
of those just mentioned, plus coordinating mar
keting activities, scheduling accounting and
auditing staff, maintaining firm insurance
needs, and acting as facilities manager. The
firm adtninistrator supervises all admin
istrative support staff, including the firm book
keeper.
□ Director of administration. Works closely with
all partners but reports to the managing part
ner. Attends all firm meetings including part
ner meetings and assists in agenda develop
ment for partner meetings. Sees to the day-to-
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day firm operations and makes sure executive
committee decisions are implemented.
The director of administration is involved in
recruiting for all levels, including accountants,
and is responsible for coordinating the perfor
mance evaluations of all employees. Often, as a
firm grows, it is necessary to develop other
administrative positions that report to the
director of administration. These might
include marketing coordinator, human
resources coordinator, and controller.
Even from these brief descriptions, we can see

that someone who functions as office manager may
not perform effectively as director of administra
tion. The partners must decide what level of admin
istrator is appropriate for their firm, a job descrip
tion should be created, and the managing partner
should be involved in the interview process. Know
ing what you need and hiring the right person for the
job can help your administrator succeed.

—by Anne Johnson Hampton, A. J. Hampton Con
sultants, 8 Bramble Lane, P.O. Matawan, New Jersey
07747, tel. (201) 583-3777

MARKETING DIRECTOR: ONE SIZE DOES NOT FIT ALL FIRMS
Sharon Hayes marketing director for Daniells, Phil
lips, Vaughan & Bock, a 53-person CPA firm in
Bakersfield, California, was hired two-and-a-half
years ago because of her business administration
background and strong personnel skills. "My role is
still somewhat meshed between office administra
tion and marketing,” she says. "I’m a marketing
general practitioner who is responsible for the cli
ent newsletter, public relations, client seminars,
and building team spirit—I do it all."
The need to define expectations
Just what a marketing director should do, and what
to expect from this person, perplexes many firms.
Who to recruit and what skills to look for, and how
to recognize good performance and evaluate it fairly
are troubling questions.
This spring a group of 20 marketing directors
with CPA firms from around the country grappled
with the question of expectations at a Practice
Development Institute (PDI) sponsored roundtable.
Most of the participants were the first people to hold
a marketing position with their firms, and many
said they didn’t have clear, written goals and corre
sponding evaluation criteria. "The problem,"
explains Jean Marie Caragher, director of market
ing for Israeloff, Trattner & Co., a New York CPA
firm, "is that the marketing of accounting services
still is so new that we are trying to determine what
the expectations should be."
That there is a diversity of opinion on this subject
was readily apparent at the recent AICPA National
Marketing Conference where a straw poll of over 300
practitioners and marketers revealed the following
wide range of compensation for what many attend
ees assumed to be the same job. (Forty percent of

attendees polled earn bonuses or other compensa
tion in addition to salary.)

Firm Size
$1.5 million
$1.5 to 4 million
$4 to $6 million
Over 6 million

September 1989

Average compensation
by client fees
$27,200
$39,500
$38,000
$56,000

A similar poll conducted at the PDI roundtable
produced a range of $27,500 to $60,000 in compen
sation for non-CPA marketing professionals.
One reason for the wide range in compensation is
the degree of experience each marketing profes
sional brings to the position. "I started out as the
receptionist and became the firm’s marketing coor
dinator," says Carolyn Zink of Bressler & Company
in Covington, Kentucky. Ms. Zink explains that
while she does not have a formal degree in market
ing, the managing director has progressively given
her additional responsibilities and supports her
decisions.
In comparison, Johan van’t Hof, a chartered
accountant and partner at the Toronto-based Cana
dian firm of Pannell Kerr MacGillivray, became
marketing director after successfully launching the
firm’s merger and acquisition (M&A) practice. "I
came from the consulting side of the practice," he
says, "and the experience helped me establish the
credibility of our marketing organization.” "This is
much more difficult when the marketing director is
not chargeable," he adds.
In both situtations, the firm’s leaders had a clear
idea of their firms’ marketing needs and of the skills
required to achieve their goals. If you are con
templating selecting a marketing professional, you
might want to keep in mind some key points empha
sized in several firms with successful marketing
progams:
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EXHIBIT
Typical Characteristics of Three Levels of
Marketing Professionals
Entry level position: Marketing assistant

Advanced level position: Marketing director

Tasks

Decision making

Tasks

Decision making

Press releases

Directed by partner

Public relations

Newsletter

Directed by partner

Brochures

Directed by partner

Designs campaign to
support strategic
growth goals

Seminars

Handles
arrangements

Sales tracking

Implements others'
design

Communications:
newsletters,
brochures,
presentations,
proposals

Delegates creation of
materials; reviews and
approves; creates
proposals except for
pricing and staffing

Client services:
seminars,
surveys,
billable hours

Designs seminars and
surveys; initiates or
responds to billable
work

Sales:
opening/closing,
direct mail,
trade shows,
cross selling,
sales training

Develops and
implements strategy
for sales training and
selling opportunities

Research:
outside agency,
focus groups

Requests
authorization through
budget; manages
research and analysis

Database:
mailing lists,
industry performance,
tracking

Works with firm’s MIS
manager

Advertising

Recommends
campaign to support
strategic plan; final
approval by managing
partner

Strategic plan

Member of the firm’s
management team;
negotiates priorities
with practice division
partners and
management
committee partners

Previous experience
Marketing manager
for a professional services
firm or diverse roles
in a large product/
services company

Education
BA or MA in business
or communications
field

Mailing lists

Sets up and maintains

Advertising

Coordinates agency

Previous experience
Administrative
assistant,
technical specialty

Education
High school, or
technical college,
or BA

Mid-level position: Marketing coordinator

Tasks

Decision Making

Public relations

Initiates, but clears
through partner

Newsletters,
brochures,
presentations

Designs, gathers input
from CPAs; review by
partner in selected
cases
Initiates, coordinates

Seminars

Sales training

May execute or
coordinate

Research: office
performance,
surveys

Initiates and works
with firm’s MIS
manager

Database

Initiates and works
with firm’s MIS
manager

Advertising

Creates copy and
design, and works
with ad agency;
recommends strategic
placement with
partner approval

Previous experience
2 to 6 years working in
services industry; experience
with marketing related fields:
advertising, public relations,
product management, small
business marketing

Education
BA, liberal arts or
business
administration;
possibly MBA
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□ Establish clear expectations for your firm’s
marketing efforts over the next one to three
years.
□ Describe in detail what you expect the market
ing professional to achieve and the functions
for which that person will be responsible.
□ Have the marketing professional report
directly to the managing partner or a practice
development partner, but allow the individual
to operate with autonomy once the goals and
reporting structure are determined.
□ Communicate. It is essential to communicate
your marketing objectives, efforts, and results
to the partners and throughout the organiza
tion.
Finding the right marketing professional
You will find that once the firm's near-term market
ing goals have been defined, you will have created a
list of the functions to be performed and the skills

needed by the marketing professional. You can then
determine what level of education, training, and
experience is needed to fill the marketing position in
your firm by referring to the exhibit on page 5 which
lists typical characteristics for three levels of mar
keting professionals.
For help in finding a marketing professional, you

TAX SEASON—STAFFING AND PLANNING
Many readers find that the new tax laws have caused
substantially more seasonality in their practices,
and are concerned about staffing. Should we hire as
necessary? some ask. If so, how do we use the people
the rest of the year?
Robert L. Carr, a Canton, Ohio, CPA, points out
that the loss of some fiscal years, because of the Tax
Reform Act of 1986, and the encumbrances created
by other tax laws, such as the Uniform Capitaliza
tion Rule and Passive Activity Loss Rules, have
meant greater-than-ever work requirements during
the regular tax season.
"Like many firms," he says, "we have chosen to
schedule the majority of staff training sessions and
vacations during the period from May through Sep
tember of each year. Additionally, those require
ments associated with firm improvements or the in
house inspections related to peer reviews are per
formed at this time.”
In anticipation of greater needs during the tax
season, Mr. Carr says the firm tries to develop taxseason personnel. It has been successful in finding
CPAs who have a recent association with the profes
sion and are interested in working in it, but not on a
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might contact the Association of Accounting Mar
keting Executives (AAME), 60 Revere Drive, Suite
500, Northbrook, Illinois 60062, tel. (312) 480-9080;
the American Marketing Association (AMA), 250
Wacker Drive, Chicago, Illinois 60606-5819, tel. (312)
648-0536; Sales and Marketing Executives, Inc.
(SME), Statler Office Tower, Cleveland, Ohio 44115,
tel. (216) 771-6650; or local colleges and universities.
There are two notes of caution when recruiting,
however. If you recruit from one of the specialized
marketing disciplines, such as advertising or public
relations, make sure the candidate has the breadth
of experience to handle all of the tasks you have
targeted. And if you recruit from a large organiza
tion, such as a financial services or product com
pany, make sure the candidate has worked in several
departments and can operate without a large organ
ization to share the workload.
—by Margaret Dalpe, McGladrey & Pullen, Suite
1000, One Independence Center, Charlotte, North Car
olina 28246-0001, tel. (704) 333-9003

Editor's note: Ms. Dalpe is the North Carolina
regional marketing director for McGladrey & Pullen.
The firm has an expanded set of marketing director
interview questions which it has kindly offered to
make available to readers.

January 1989

full-time basis. He says the goal is to identify such
people, and hopefully interest them in coming back
year after year. "And like many firms,” he says, "we
have increased our efficiency through the use of
computer audit programs, and have developed bet
ter ways of utilizing our staff.”
At Berenson, Berenson, Adler and Company in
New York City, staff is hired as the need is shown by
the firm's computer model of staff requirements.
Richard A. Berenson explains that this model is a
sophisticated database which warns the firm when
staff is needed, in which areas, and at what levels.
Mr. Berenson suggests involving staff in year-round
tax planning, and in client contact. He thinks a local
firm needs to be always receptive to the possibility
of adding “good” staff members. People with a "win
ner” profile will be kept busy, he says.
Preparing for next tax season, of course, begins in
the middle of the current one. An Augusta, Georgia,
CPA firm, Serotta, Maddocks & Devanny, for exam
ple, holds an immediate post-tax season review
while everyone has fresh ideas in mind that can be
applied the next time.
Commenting on the past tax season, Abram J.
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Serotta, partner of the firm, agrees with Mr. Carr on
which areas required additional time, and adds that
another factor was the lack of regulations. Mr.
Serotta says that in discussing the situation with
other CPAs around the country, he found that many
returns were prepared from the available rules and
regulations. As more rules and regulations are pub
lished by the Internal Revenue Service, the work
load will increase. Mr. Serotta says that it is,
therefore, important to plan for additional training
as well as additional staff if clients are to receive

timely, technically accurate service.
Weiner & Company, a New York City CPA firm,
also holds a post-tax season operational review.
Administrative staff is asked to take stock of what
worked well and what needed improvement. The
objective is to explore ways of increasing efficiency,
cost-effectiveness and timeliness in providing
administrative services to the firm. Jayne E.

Osborne, administrator at Weiner & Company, says
that the firm provides people with a checklist to
help them focus on:
□ Suggestions that eliminate or reduce wasted
time, effort, and paper.
□ Ideas that improve operating procedures and
increase productivity.
□ Comments that reduce production or admin
istrative time.
□ Ideas that prevent duplication of staff effort.
□ Suggestions that improve quality and/or time
liness of service without adding to cost.
Ms. Osborne says that staff members can refer to
the previous year's operational review to help in
assessing procedures or in pinpointing problems
that need addressing. They are also asked to docu
ment progress so their accomplishments can be
communicated to the partners. [7]
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